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FOREWORD 


Major studies in Indian Economics relate to the pre-partition 
period, and have therefore lost some of their value since August 
15th, 1947. My friend and colleague Dr. B. B. Ghosh has written 
this book with a view to bringing the subject into the focus of 
the smaller India of today — politically fully independent but in 
the economic sense a much more dependent country than hereto¬ 
fore. We arc not yet able to assess the full consequences in the 
economic sphere of the partition of the sub-continent, but we 
already know that they have changed the whole pattern of India’s 
loreign trade and her balance of payments and considerably 
modified earlier theories of sdf-sufficiency. The process of change 
is not yet at an end, and I do not suppose that Dr. Ghosh would 
claim that in this respect fie has written the last word on the 
subject. What he has done, however, is to re-writc the assumptions 
essential to a fresh vStudy of the economics of the new India, and 
in my opinion this feature of his book makes it a valuable piece 
of pioneering and research, quite apart from the wealth of other 
information which he provides for the use of the student. 
Dr. Ghosh has judiciously mixed economic history and economic 
theory and there is probably no countiy in the world where the 
one is being made and the other is being re-cast under such 
Intelesting circumstances as in the India of to-day. 


Calcutta, 
July, 23rd, 1949. 


Geoffrey W. Tyson. 




PREFACE 


The pattern of Indian Economy has undergone fundamental 
changes since the partition of the sub-continent, Pakistan emerged 
as a new country with great hopes and enthusiasm and the 
economic conditions in Pakistan are also so adjusting as to enable 
it to take a place of pride among the progressive countries of the 
world. Although there is a vast literature dealing with the subject 
of Indian Economics before the division of the country, there is 
a growing need for a book, which analyses the economies of the 
two Dominions after partition. I have therefore ventured to under¬ 
take the task of producing this work, which, if it proves useful, will 
satisfy me as an author. It may be observed that the economic 
features of undivided India, including the various Acts, Rules and 
Regulations prevail in Pakistan, but modifications and changes 
uptodate have been incorporated, 

I am deeply indebted to Mr. G. W. Tyson, Managing Editor, 
Capital, for kindly writing a foreword. 

I acknowledge indebtedness to all authors of current literature 
on the subject, especially to Professor C. N. Vakil and Mr, G. L. 
Rhansal, who have dealt with the economies of the two Dominions 
after partition, I may just mention that I have used statistical 
data chiefly from Government publications. My thanks are due 
to Sri Rhupendra Nath Mukerjee and Sri Sital Chandra Roy 
Chowdhury for greatly assisting me. 


Viclyasagar College, 
Calcutta, 24th July, 1949 , 


Author 
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CHAPTER I 


DEFINITION AND SCOPE OF INDIAN ECONOMICS 

Definition :—Indian Economics means a study of economic 
conditions in India from the national point of view. It, therefore, 
includes a dose analysis of our economic problems in or^er to 
explore suitable remedies, which may enhance the economic well* 
being of our population. 

Indian Economics does not imply the history of Indian 
economic thought, because it is neititer possible to trace as yet 
the continued and sustained evolution of economic thinking in 
this country, nor will it be useful to distinguish in a clear-cut 
way modern economic thinking in this country from that of the 
western countries. 

Indian Economics should not be used to denote new economic 
doctrines as distinct from General Economics. This type of 
misconception developed during the latter part of the nineteenth 
century, when British rulers tried to practise wholesale the theories 
of Political Economy in this country without taking cognizance of 
local peculiarities. Such a policy evoked protests from Indian 
leaders amongst whom the name of Justice Ranade ranks 
supreme. In regard to individualism and free competition, 
mobility of capiial and labour, etc., Ranade remarked in his 
characteristic style, “As these assumptions do not absolutely hold 
good of even the most advanced societies, it is obvious that in 
societies like ours, they are chiefly conspicuous by their absence. 
With us an average individual man is. to a large extent, the very 
antipodes of the economical man. The family and the caste are 
more powerful than the individual in determining bis position in 
life. Self-interest in the shape of the desire of wealth is not 
absent, but it is not the only nor principal motor. The pursuit 
of wealth is not the only ideal aimed at. There is neither the 
desire nor the aptitude for free and unlimited competition except 
within certain predetermined grooves or groups. Custom and 
state regulation are far more powerful than competition, and 
status more decisive in its influence than contract Neither 
capital nor labour is mobile, and enterprising and intelligent 
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enough to shift from place to place. Wages and profits are fixed, 
and not elastic and responsive to change of circumstances. 
Population follows its own law, being cut down by disease and 
famine, while production is almost stationary, the bumper harvest 
of one year being needed to provide against the uncertainties of 
alternate bad seasons. In a society so constituted, the tendencies, 
assumed as axiomatic, are not only inoperative, but are actually 
deflected from their proper direction. You might as well talk 
of th^ tendency of mountains to be washed away into the sea, 
or of the \alleys to fill up, or of the sun to get cold, as reasons 
for our practical conduct within a measurable distance of time." 
Much water has flown down the Ganges since Ranade wrote and 
to-day we find that Indian Economic conditions are vastly similar 
to those of the West and the necessity for separate economic 
theories as applicable only to India is no longer felt. As General 
Economics is a study of mankind so far as his economic activities 
are concerned, its principles and theories with requisite modifica¬ 
tions will also hold good in India, because human nature is 
universally the same in fundamentals. Indian Economics cannot 
therefore mean simply the study of General Economics with 
illustrations from the Indian Economic life. It should really com¬ 
prise a close scrutiny of the applicability of principles and theories 
of Political Economy in the general well-being of the Indian 
population. 

Scope 5 —Indian Economics, therefore, includes among other 
things a study of India’s natural and social environments, agricul¬ 
ture, land tenures, co-operative system and industries. Problems 
of her foreign and internal trade, money, banking, currency and 
exchange and public finance will also come within the scope of 
our study. 

Definition and Scope of Pakistani Economics :—Pakistani 
Economics includes like Indian Economics a study of the economic 
conditions in Pakistan with a view to exploring the possibilities 
of enhancing the economic well being of the masses. 

After the division of India, Pakistan obtained very little of 
the prevailing industries and in consequence agriculture occupies 
the pre-eminent place in Pakistani economics. It may, however, 
be observed that attempts are being made in Pakistan to develop 
industries and secure a balanced development of both agriculture 
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and industries. Although several blueprint have already been f 
drawn up, Pakistan will continue to have predominantly an agri¬ 
cultural interest in view of her vast agricultural lands, which are 
full of natural gifts. By harnessing properly her agricultural 
resources, Pakistan is likely to be a resourceful country from the 
economic point of \jew. because in modern days of international 
tiade, Pakistan can very well be an economically solvent country 
by exchanging her agricultural goods with necessary manufactured 
products. It will be a mistake to neglect her natural wealth by 
concentrating all attention on dubious industrial projects, especially 
at this stage, when the industrial development in any country is 
handicapped by lack of capital equipment, technical personnel, 
high prices, etc. 
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AREA AND ENVIRONMENT 

As we shall base our estimates on the 1941 census, it is 
necessary to point out that India has now been bifurcated into 
India and Pakistan. Before division, India contained an area of 
about 1,581 thousand square miles and measured 2,000 miles from 
North to South and 2.500 miles from East to West. Of this the 
Dominion of India accounts for 1,220 thousand square miles 
(including States) and Pakistan 36! thousand square miles. Pro- 
\inces in the Indian Dominion comprise an area of 632 thousand 
square miles, while those of Pakistan 233 thousand square miles. 

The following areas are included in the Dominion of India: 
Madras, Bombay, U.P., Bihar, C.P. and Berar, Assam (excluding 
Sylhet), Orissa, West Bengal, East Punjab, Ajmer-Merwara, Anda¬ 
mans and Nicobar, Delhi, Coorg, Panth Piploda and Stares. Sind, 
North-West Frontier Province, West Punjab, East Bengal (in¬ 
cluding Sylhet), Baluchistan and Stares have been incorporated 
in Pakistan. 

Population :—The total population of the Indian Dominion 
was shown at 319,016 thousand in 1941 and that of Pakistan 69 982 
thousand and the tonespondiiig lignum ni 194S nuv he estimated 
at about 340,000 thousand and 76,000 thousand, lespetbveU. 

Geographical Location : -India is naturally situated in an 
extremely valuable position for trade put poses. She occupies the 
central position of the eastern hemisphere and controls trade 
routes, branching out in all dire< tions. Owing to her extensive 
seaboard, she is really invulnerable m maritime trade. She also 
bids fair to become the main artery for aerial navigation with 
the vast development of the air transport. 

Harbours s—In spite of a vast coastline, India possesses a few 
natural harbours which can accommodate vessels of modern da vs. 
Barring Bombay, Okha and Cochin, all other ports on the Western 
coast become virtually inaccessible during the monsoons. The 
East coast is surf-bound and has no natural harbour. The 
harbour of Madras and Vizagapatam were built up at a great 
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cost and attempts are now being made to expand the Vizagapatam 
port. Calcutta is about eighty miles away from the sea and the 
port of Calcutta suffers in addition from the formation of sand¬ 
bars in the Hooghly. In view of India’s vast potentialities in 
international trade, it is imperative that we must develop more 
harbours and build up a suitable mercantile marine. 

Internal Transport .As distinct from sea-lanes, India is 
internally inter-connected by Railways, Roads and Navigable 
Rivers. In addition ro navigable rivers, the Northern part Of 
India provides facilities for construction of railways and roads. 
The Peninsular region in the South is rugged and possesses 
mountains and as such is accessible at great costs. 

It should be remembered that aviation is becoming increasingly 
important in both inland and foreign communications. 

Himalayan Regions of the North :—India is physically 
divided into three natural regions, namely, Himalayan Regions 
of the North, the Indo-Gangetic Plain, and the Peninsula lying 
South and bounded by Eastern Ghats on the East and Western 
Ghats in the West. 

The Himalayas contain some of the highest snowclad peaks 
in the world and attract a large number of tourists for their 
scenic beauties and bracing climate. They provide India with a 
natural frontier and are a great source of economic resources. 
The Himalayan region contains rich animal and forest resources, 
it is also suited to tea plantations. By intercepting rain-bearing 
clouds of the South-Western monsoon, the Himalayan peaks pro¬ 
vide the plains with sufficient rain water. Most of the rivers which 
flow along the Indo-Gangetic plain derive their perennial flows 
of water from the melting of die snow on the Himalayas, 

Indo-Gangetic Plain 'The Indo-Gangetic plain is served 
among others by three imporram rivers, namely, the Indus/Ganges 
and Brahmaputra. It is easily the most fertile soil in India and 
extensively cultivated with rice, wheat, sugar-cane, tobacco, oilseeds, 
tea, jute, etc. The configuration of the soil made easy the con¬ 
struction of railways, roads and navigable rivers. It is therefore 
no wonder that this region became the seat of the Indo-Aryan 
civilisation from very early times. 

Deccan Plateau : —The Peninsular region is flanked on the 
East by the Eastern Ghats and on the West by the Western Ghats. 
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It is bounded on the North by the Vindhya and Satpura ranges. 
The Eastern and Western portions differ fundamentally from the 
geographical point of view. The Western Ghats consist of high 
mountains, which stretch nearly continuously throughout the 
region and access to inland from the sea is therefore difficult. The 
high peaks even intercept the rain-bearing clouds and this area is 
hence subjected to frequent drought and famine. The Eastern 
Ghats on the other hand have low peaks which arc frequently 
broken by broad valleys which are interlinked with the sea by 
rivers like the Mahanadi, Godavari. Kistna and Cauvcry. This 
region is therefore extremely fertile and resembles the North. 
Cotton and Millets are grown largely in the West, while rice, 
sugar-cane, oilseeds, tea, coffee, tobacco, spices, coconuts and 
cinchona arc extensively grown in the East. The Peninsula also 
contains large deposits of iron ores, manganese, gold, mica and 
lime. 

Seasons:—Broadly speaking seasons in India may be classi¬ 
fied into three, namely, the Hot season before rains and it is 
usually dry with occasional thunderstorms. Next comes the Rainy 
season with frequent downpours, but it is otherwise hot. Then 
follows the Winter with a northern wind and practically no rains. 
It should, however, be noted that wide variations in seasons are 
found in different areas. 

Soils: —Soils in India may be placed in the following four 
categories. The alluvial soils of the Peninsular India and of the 
Deccan Plateau contain the largest coverage and are mosr valu¬ 
able from the economic standpoint. Although lacking in nitrates, 
these have been found rich in phosphoric add, potash, lime and 
manganese and are largely suited to the cultivation of Khaiif and 
Rabi crops. The Kharif crop includes the set of crops which are 
sown in June and harvested in Autumn, e.g., rice, cotton, bazra, 
etc, while the Rabi crop refers to wheat, barley, linseed, etc,, 
which are sown in September, at the end of the monsoon, 
and reaped between January and March. Soils of the Deccan 
proper and also partly of the river valleys of Bombay and Madras 
are known as the Trap soil of the Deccan. The principal vegetation 
of this area consists of jowar, bazra, millets and pulses, Crystal¬ 
line and laterite soils which are rather chemically poor prevail in 
the remaining parts of India. These are dry and so arc generally 
brought under cultivation with the help of irrigation. 
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Climate r~Tt is not possible to describe the climate of India 
in a single word or phrase, because it varies so widely from area to 
area. In India, both extremes of tropics and temperate zones are 
found. At best it can be said that the climate of India is largely 
semi-tropical The Peninsula lies within the Tropic, while the 
Indo-Gangetic Plain lies north of the Tropic of Cancer. Barring 
the coastline which is milder in temperature, the Peninsula is com¬ 
paratively hot, while extremes of summer and winter are found 
over almost the whole of the Indo-Gangetic Plain. 

Climate influences greatly the economic life of a country* 
Diversities of Indian climate account for all kinds of vegetation, 
cultivation, mineral products and animals in this country. 

It was argued at one time that tropical climates favour the 
earlier growth of civilisation, but are not suited to sustained 
development, because people generally lose initiative and tenacity 
owing to easy living, following natural resources. Living in a 
temperate climate is hard and rigorous ami is therefore congenial 
to the all-round growth of an individual. There is no doubt some 
truth in the above statements, but it should be remembered that 
climate is only one of the facrors in the progress of civilisation. 
The decay of the Indian civilisation was due to various other in¬ 
fluences and with the emancipation of India, we find that she 
again bids fair to be a leader amongst nations of the world. 

Rainfall s—Indian agriculture is mainly dependent on natural 
rainfall and consequently its importance on the economic life of 
the country can be well appreciated if w*e remember that 90 per 
cent of our population depend directly or indirectly for their living 
on agriculture. The rainfall of this country is interlinked with 
the Monsoons, which are really large formations of sea breeze. 
Geographically India is part of the monsoon area of Asia and the 
monsoon season in this country is divided into South-West and 
North-East periods. The South-West wind after crossing the 
equator is deflected to the right. It begins from July and lasts 
nearly up to the end of September. It blows south-west over the 
Deccan, south over the Ganges Delta and south-east over the 
Ganges Valley, It gives maximum rainfall to the Himalayas and 
Western Ghats, The Indus basin receives scanty rainfall, be¬ 
cause it reaches there last and stays for a short period. The 
North-East monsoon brings north-east winds up the Bay of Bengal 
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from January and Continues up to June. It may be pointed out 
here that die South-West monsoon is primarily important as it 
provides India with nearly 90 per cent of her total rainwater. 

The Indian rainfall is seasonal, as compared with that of 
England, which gets rain throughout the year. Rain fails in this 
country in heavy downpours and causes thereby shortage of soil 
moisture, soil erosion and water-logging. 

Different parts of the country receive rainfalls in diverse 
degrees, Cherrapunji in Assam has an annual rainfall of about 
465 inches as compared with less than three inches in parts of 
Rajputana and Eastern Punjab. 

The monsoons being responsible for rains account for diverse 
degrees of density of population in different parts of the country. 
Are4s in Bengal are densely populated owing to abundance of 
rainfall, while Rajputana is sparsely populated due to scanty rain 
water. The monsoons may be said to have also affected social 
habits to a limited extent. People living in abundant rainfall areas 
obtain their food easily from fertile soils and are therefore likely to 
become idle in habits, as compared With those who arc accus¬ 
tomed to a rigorous life in areas where rains are scanty and 
uncertain. 

The following table illustrates the area, population and 
density of Indian Dominion and Pakistan. 


(In thousands) 



Area 

Sq. Miles 

Population 

Density per 
Sq. Mile 

Indian Union: 

Provinces 

630 

230,204 

385 

States 

. 586 

88.806 

275 

Pakistan: 

Provinces 

230 

65,600 

290 

States 

126 

4,378 

204 


PAKISTAN 



Pakistan includes Sind, North Western Frontier Province, East 
Bengal including Sylhet and Baluchistan and other States. 

Karachi is the natural harbour of Pakistan and the bulk of 
Pakistan’s foreign trade is confined to this port. Although Chitta- 
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gong is in the process of being developed as a major port in 
Eastern Pakistan it suffers from the bars, which are forriied in 
the Karnafuli. 

The five western rivers of Punjab flow down the lower reaches 
of the Indus into the Arabian sea. The Himalayan rivers are 
the feeders of important irrigation works of Punjab and Sind. 

Eastern Pakistan is endowed with several big rivers, 
Padma, Brahmaputra, Megna, etc. 

The climate of Western Pakistan differs widely from that 
of Eastern Pakistan. East Bengal is a land of heat and damp, 
luxuriant vegetation, rivers, tank?, rice fields, coconuts, betelnuts, 
etc. It is densely populated by a mild race. Western Pakistan is 
most arid in summer, but lias a bracing cold winter and grows 
barley and wheat extensively. It is inhabited by a virile and 
strong population. 

From the standpoint of monsoons, Western Pakistan has 
almost all the features of the Indus basin, while East Bengal 
possesses nearly all the characteristics of the Ganges Delta. East 
Bengal is an area of unfailing rainfall, while Upper Sind and 
Western Punjab are areas of drought and cultivable with irrigation* 



CHAPTER III 


NATURAL RESOURCES 

Economic Importance of Forests Forests rank high 
amongst natural resources of India. Varieties, of forests are avail¬ 
able in this country. Beginning from bamboos, fern, palm, teak, 
sal, etc., which are extensively developed in plains, the sub-tropical 
regions of the Himalayas and other hills arc dotted with pines, 
deodars, firs, chestnuts, oaks, etc. 

Forests possess great economic values in addition to their 
natural beamy. They provide India with useful products like 
timber and fuels and also furnish raw materials for manufacturing 
industries. By supplying fodder for cattle, forests help Indian 
agriculture. It has also been argued thar if Indian cultivators tan 
obtain adequate supplies of fuels and woods from forests, there will 
be a great saving in natural manures, which are now profusely 
used as fuels. It is also said rhat forests influence climate, humi¬ 
dity, moisture and temperature. They regulate floods, soils, winds 
and rainfall to a certain extent. 

Forest Conservation and Administration :—In view of 
the importance of forests, it becomes necessary for ever) Govern¬ 
ment to adopt a rational forest conservation policy. Indian forests 
were open „io free exploitation until about 1855, when Govern¬ 
mental control started. Conservators of forests were found at that 
time in Bombay and Madras. The Indian Forest Department has 
been growing since then anti the Government policy classifies 
forests under four main heads, namely, (a) forests essential for 
climatic reasons, (h) suppliers of valuable timbers, (c) minor tim¬ 
bers, and (d) pastures or proper grazing grounds. Sometimes a 
division has been made into Reserved forests in which anything 
done without permission becomes an offence, and Protected ones, 
where nothing is an offence unless specifically forbidden. In 
addition, there are Unclasseci State forests in which there is little 
control of the Government. 

The main object of the Indian Forest Administration is to 
conserve forests from reckless exploitation and to maximise their 
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productive capacities. Very often it comes in conflict with the 
Department of Agriculture, whidi feels that forest authorities are 
not duly sympathetic to agricultural needs. The Royal Agricuh 
tural Commission therefore recommended that there should be a 
forest utilisation officer in every province, who should look after 
the development of forests. There should be a classification of 
forests into a major division under the care of commercial forests 
anti others required for physical and climatic reasons. The minor 
division should include fuel plantations, village woodlands and 
wastes. They also recommended die transfer of wooded areas 
hitherto controlled by the Forest Department to village manage* 
mem under Panchayats * or popularly elected representatives as 
found in the Madras Presidency. It was also proposed by the 
Commission to institute a course in the agricultural colleges to 
},rain new' recruits in the Forest service to cultivate a close and 
genial touch with the Agricultural Department, 

The Forest Administration is now working with commend¬ 
able success. Researches in forests were inaugurated from 1906, 
with the establishment of the Forest Research Institute at Dchra 
Dun xx\ that year. Since then many valuable researches have 
been made and the Department in co-operation with this Institute 
has succeeded in increasing the productivity of Indian forests and 
added considerably to better utilisation of forests and their pro¬ 
ducts, It is now alleged that still fuller utilisation of forests in 
India is being impeded by lack of proper transport facilities and 
Government's attention in this direction is urgently called for. 

Forest Education :—Forest education in India started with 
the founding in 1878 of a Forest School at I>ehra Dun, for the 
training of forest rangers, but with the establishment of the new 
Indian Forest College, probationers are now being trained directly 
for the Superior Forests Services. The original Forest School, 
established in 1878, came directly under the Government of India 
in 1884, when k became known as the Imperial Forest College, 
which trained Rangers for all provinces. In 1912 the Madras 
Forest College was opened at Coimbatore, serving Madras, 
Bombay, the Central Provinces, Bihar and Orissa, and the South 
and Central Indian States, the Imperial Forest College at Debra 
Dun serving the rest of India. The Madras Forest College was 
dosed on 1st July, 1939, but was re-opened for Madras candidates 
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only in 1945. Ranger students from all parts of India are also 
being trained at Dehra Dun. The College at Dehra Dun has 
been renamed as the Indian Forest Ranger College. The new 
Indian Forest College for the training of officers for the Superior 
Forest Services was opened in 1938. 

Forest Areas:—That the total forest areas are unevenly dis¬ 
tributed throughout India is illustrated by the following table, 
which includes figures made approximately to 1947-48. 


Province 

f 

Reserved 
foresrs 
(sq. miles) 

Protected 
forests 
(sq. miles) 

Undassed 
(sq. miles) 

Total 

(sq.mile#) 

Madras 

15,572 

93 

i 

15,665 

Bomba v 

10,563 

160 

< 

10,723 

Bengal* 

6,344 

850 

i 

7,194 

United Provinces 

5,243 

527 

431 

6,201 

Punjab" 1 

1,487 

3,209 

823 , 

5,510 

Bihar 

1,355 

662 

'J 

2,019 

Orissa 

1,395 

043 

1 | 

2,330 

Central Provinces 

19,431 



19,431 

Assam 

6,656 j 

' 72 

15,172 

21,900 

North-West Frontier Province 

266 


12 

278 

Baluchistan 

1,745 


473 

2,218 

A jmer-Menv ara . .. 

73 



73 

Coorg .. ... i 

517 



517 

fSind 

1,052 , 

*85 

1 1 

! *’ 1 

1,137 

Andamans .. j 

1,498 


691 1 

1 i 

2,180 

! 

Toivi ... . 

* “ - '1 

73,197 i 

6,601 ! 

17,605 , 

97,403 


* Undivided. 


Forest Research :—The Forest School established at Dehra 
Dun in 1878 became also a recognised centre of forest research 
in 1906* In 1914 the first Forest Research Institute was opened on 
the Chandbagh Estate, Dehra Dun. The war demand for forest 
produce emphasised the scope and need for extensive research, 
Flans were in consequence made for a new Forest Research 
Institute on the Kaulagarh (New Forest) estate and few miles 
out of Dehra Dun, and it was opened on the 7th November, 
1929, The Forest Research Institute is under the administrative 
control of the President. There are five main branches of forest 
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icsearch, namely. Silviculture, Forest Botany, Utilisation, Ento¬ 
mology and Chemistry and Minor Forest Products, Much of 
the actual research work is, however, decentralised and done by 
Local provincial silviculturists in the provinces and the Central 
Silviculturist co-ordinates their work and acts as an information 
bureau on Silvicultural matters. 

Forest Plrochtcts :—Forest produce is divided into (I) Major 
produce, namely, timber and firewood, and (2) Minor produce, 
including bamboos, leaves, fruits, fibres, grass, gums, resins, barks* 
animal and mineral products, etc. The average annual Outturn 
of timber and fuel from all sSources averages about 306 million 
cubic feet. In the Andamans notable developments have taken 
place. In the past, extraction of timber was done by elephant 
dragging and in consequence a fringe of tbe forests could be 
touched. Attempts were made in employing American methods 
of mechanical logging. The costs of extraction* however, by these 
means proved too high. Recently the problem has been solved 
by means of lighr tramways, the trains of trucks being drawn by 
elephants. It has been found possible in tills way to work larger 
and hitherto inaccessible areas of forests economically. Else¬ 
where in the sub-continent a great part of the trade in timber 
lies in the hands of contractors. 

Forest Industries: —Forest industries employ a large number 
of people in India and Pakistan in addition to the jungle popula¬ 
tion, which is directly dependent on the forests and the large 
numbers of wood-cutters, sawyers, carters, carriers and raftsmen. 
Carpenteis, wheel-wrights, coopers, boat-builders, tanners, rope- 
makers, lac-manufacturers, basket-makers, and many other classes 
of skilled labourers make their living out of forest produce. It 
is estimated that over a million people are so employed in the 
two Dominions and nearly a further half million in the States. 
With the opening up of the forests, the extension of systematic 
working, the wider use of known products, and the possible 
discovery of new products, a steady and extensive development 
of industries dependent on the forests of India and Pakistan may 
be confidendy anticipated in the future. 

Forest Revenues x—The growth of forest revenue, expend!- 
ture and surplus during the past 70 years in India and Pakistan 
has been steady. Gross revenue amounted to about Rs. 299 lakhs 



14 


INDIAN AND PAKISTANI EO>NOM$€$ 


a year for both Dominions, The following table illustrates the 
revenues, expenditures and surpluses; — 


Year Revenue 

1938*39 3,00,97,367 

f 939-40 . 3,02,02,818 

1940-41 . . 3,71,05,052 


Expenditure Surplus 
2,31*30,435 69,66,932 

2,27,44,245 74,58,573 

2,37,63,614 133,41,438 


Sources of Power -Coal, woods, oil, alcohol and water are 
the chief sources of power in India* As the importance of power 
is vital in national economy, it is useful to appreciate the power 
potential of India* Coat, woods and oil resources of India have 
been discussed elsewhere. Investigations are now proceeding to 
devise scientific method of deriving alcohol from coal on a com¬ 
mercial scale. With a number of big rivers and vast mountain 
ranges, India possesses vast potentials o{ water power. Pandit 
Jawaburial Nehru aptly remarked, “I see in the Himalayas the 
greatest reservoir of power in the world/' Water-power may be 
available in India from the rivers and by storing rainfall by 
construction of dams. There are already some hydro-electric 
power schemes working in India and they utilise mainly river 
waters. The first hydro-electric installation was instituted by the 
Mysore Durbar in the east on the Cauvery river at Sivasamudram 
in 1902. A similar project was set up by the Kashmir State in 
the Jhelum river. The Tata Industries Ltd., started a number of 
major hydro-electric projects along the Western Ghats in Bombay. 
The first of these was started in 1915 around Lonavala. Then the 
Andhra Valley Power Scheme was inaugurated in 1922. There is 
another similar project styled as Nila-mula, which was set up in 
1927. Out of rhe total electric energy generated in India per 
month of 397 751 million kilowatt-hour, Tata hydro-electric 
schemes account for about 96 million units per month while the 
aggregate of all hydro-electric projects is shown at about 201.905 
million kilowatt-hour. The Mandi scheme of Punjab came 
into operation in 1933. Madras started the Pykara hydro¬ 
electric scheme in 1933, the Mettur Irrigation project and the 
Papanasam hydro-electric scheme. The power stations of the 
Mysore State at the Shimsha Falls and Jog Falls arc also 
important. The Hyderabad Government has also a few similar 
projects working. It may be mentioned here that cheap power 
produced under these schemes has benefited both industries as 
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f well m agriculture by improving irrigation facilities. The 
Government made a comprehensive hydrographic survey of India 
in 1918 according to the recommendations of the Industrial 
Commission and envisages vast potentialities of India in this 
direr tion. 

It is gratifying to observe that our National Government has 
already embarked on four large river valley projects, namely, the 
Tungabhadra in Madras, the Bhakra Dam in East Punjab, the 
Damodar Valley in Bihar and West Bengal and the Hirakund 
Dam in Orissa. These schemes aie meant for the conservation 
and utilisation of the water resources of the country for purposes 
of flood control, irrigation, power generation, navigation and 
allied facilities. It has been urged that the completion of any 
one of these four projects will provide enough power to begin 
several heavy industries of economic as well as strategic signi¬ 
ficance. 

It may be observed that the Government has established the 
Indian Bureau of Mines to plan the exploitation of mineral 
resouices and continued attention is being paid to physical pros¬ 
pecting for minerals, oils, etc. The Central Electricity Commission 
has been entrusted with the task of preparing an electricity code 
and rev Be the Indian Electricity Act of 1910. 

Agricultural Products t —A large variety of agricultural pro¬ 
ducts is found in India owing ro varying climates and soils. Rice 
is grown chiefly in West Bengal, Bihar, Orissa and on a limited 
scale in Bombay and Madras. Wheat is largely cultivated in 
north-west of India, while millets like bajra and jowar are con¬ 
centrated in Bombay and Madras. Barley is found in United 
[ Provinces and Bihar, ragi in Madias, United Provinces and 
I Bombay, mai/e in Bihar, Orissa, East Punjab and United Provinces 
l and gram in East Punjab, Bihar, Orissa, United Provinces and 
f Central Provinces. Linseed, sesamum, mustard, rape, castor* 
l gingdly seed, groundnut, etc., are chiefly grown in United 
\ Provinces and Bombay, Jute is cultivated in West Bengal, Orissa, 
| United Provinces and prospects of growing jute in Travancore 
s and elsewhere are being investigated. Cotton is cultivated in 
I Bombay, Berar, East Punjab and Madras. Sugar-cane is cultivated 
, throughout the country especially in United Provinces, coffee in 
Madras and Coorg, tea in Assam, West Bengal and Madras and 
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Condiments and spices in West Bengal, Bombay and Madras 
Opium is extensively cultivated in United Provinces, tobacco in 
Bihar, West Bengal, Madras and Bombay, fodder crops in United 
Provinces and East Punjab, cinchona in the southern part of India 
1 and rubber in Madras and Assam. 

Animal Resources:-~A great variety of animal species is 
found in India. Animals are immensely helpful for our agricul¬ 
ture, which is neither mechanised nor modernised. Buffaloes and 
cows yield milk. The bullock is useful as a draught animal and 
in the field. These animals along with goats and sheep provide 
Indian cultivators with practically all his manures. Donkeys and 
camels are chiefly utilised for purposes of transport. Numerous 
kinds of fish are available and it is one of the principal diets of 
the people of West Bengal, Assam and Peninsular regions. 

Pakistan: Agricultural Products:— Rice is grown in Eastern 
Pakistan and to a certain extent in Sind and West Punjab; 
wheat, miller, barley, maize, gram, cotton and fodder crops in 
Western Pakistan; condiments and spices, tea, tobacco arid jute 
in East Bengal, sugar-cane in Eastern and Western Pakistan. 

Baluchistan is perhaps the only place in the world where 
grapes are sold at a penny a pound. The different kinds of soil 
found in the Indus Valiev, the mountains and vallcvs of the 
Frontier Province, and the plateau of Baluchistan enable Paki¬ 
stan to grow almost every variety ol European fruit and vege¬ 
table, in addition to many others peculiar to Eastern countries. 
The North Western Frontier Province is known as Pakistan's 
California because it has the same latitude, elevation and varia¬ 
tions in climate and produces the same varieties of fruit as 
California. The total area under fruit cultivation is about 
mSOO acres (200,000 in East Bengal, 150,000 in West Punjab, 
50,000 in Sind, 8,000 in Baluchistan and 1,500 in the NWFP) 
and the annual produce is estimated at 2,500,000 tons. Approxi¬ 
mately 40 per cent of the fruit is consumed in Pakistan, between 
15 per cent to 30 per cent is canned and preserved and the rest, 
either fresh or dried, is exported to India and other neighbouring 
countries. Pakistan's fruit industry has a bright future. 

{Sources of Power:—Pakistan is very deficient in pow$r 
sources. Although in matters of forest fuels, she is fairly well 
placed, there is lack of coal, oil and electricity. Excepting small 


/t 



NATURAL RESOURCES 


17 


deposits of coal in Western Pakistan, which are workable at high 
costs, she has no other coal resources. At present there is some 
oil boring in Western Pakistan and the Burma Oil Company has 
been prospecting oil at Shalda-Naddee area, adjoining Tipperah 
Hills. It is not possible to raise oil at Sitakund near Chittagong 
as oil tends to evaporate. 

Pakistan is also greatly handicapped in matters of electricity. 
Regarding the hydro-electric supply, Pakistan obtained about 
2 per cent of the total generating capacity of the whole of India, 
but her share in electricity generated by oil comes to 23.8 per cent 
of the total and by steam to 4.7 per cent. Pakistan is therefore 
not well placed in regard to the supply of electricity, as her share 
of installed capacity is about 5.4 per cent of the total installed 
capacity of the undivided India. The total installed capacity of 
generating plant in India i f about 1,181,752 kilowatts and in 
Pakistan 69,027 kilowatts. 

It is gratifying to observe that the Pakistan Government has 
undertaken to develop various hydro-electric projects. The Rasul 
Hydel Scheme for the development of 22,000 kilowatts of electric 
power is being constructed. Work has begun on a Rs. 10 crore 
project of damming the Kabul River in the gorges at Warsak, 
20 miles north-west of Peshawar and immediate expansion is in 
progress on the existing Malakand scheme, which in the last 
10 years’has played a great part in the advancement of the 
Pathans. 

This first hyciro-clcctric power Station of the North-West 
Frontier Province, which is now being doubled in capacity, lies 
in picturesque surroundings at Jabban on the west bank of the 
Dargai Nullah, immediately below the famous Malakand Fort, 
72 miles from Peshawar. Construction has also been ordered of 
another 15,000 KW plant, a replica of the Malakand, on the 
Upper Swat Canal near Dargai. The new Dargai plant, when 
completed in 1951-52, will he merged into the Malakand Hydro- 
Electric Scheme, and will, like Warsak, supply surplus power to 
towns in West Punjab. The possibility of generating electricity 
at Malakand was first recognized some 35 years ago by irrigation 
engineers, who proposed the driving of a tunnel under the 
Malakand pass to take the waters, of the Swat river into a canal 
for fertilizing the Mardan valley. When this tunnel was com* 

2 
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v pleted it was evident that by extending it by another half a mile, 

i ' a natural fall of some 250 feet could be developed for the produc¬ 
tion of electricity. Sanctioned in 1934, th<; Malakand Hydel 
Scheme took four years to build at a cost of Rs. 1,14,87,602, and 
•was formally opened on April 23, 1938, by a former Viceroy of 
India, Lord Linlithgow. The designers left space for three more 
generating sets for future development. One of them is expected' 
to be installed and commissioned by June, 1950, and another in. 
the December of the same year. On the installation of these 
two sets, the power station will give 16,000 KWs of energy in 
addition to the standby plant which is capable of yielding 
3,200 KWs, Power at Malakand is generated at 11 KW and 
stepped up to 66 KW 7 and transmitted by a double circuit line 
to Mardan and thence by a single circuit line to Charsadda, 
Risalpur, Nowshera and Peshawar. So far 65 Important tow r ns 
and rural centres in the districts of Peshawar and Mardan and in 
the Malakand Agency have been served by the scheme. But now 
the 66-KW T transmission has been taken to Wah in West Punjab 
and towards Haripur in the North-West Frontier Province. By 
the end of March, 1949 the Wah Cement Works will receive 
energy from this province. The same line will supply power to 
the Steel Alloy IPlant to be installed at Wah by the Pakistan 
Government. Service to Haripur town and fhe Central Jail will 
begin by June this year. A 33-KW transmission system for Swabi 
and Saidu Sharif, capital of Swat State, is also contemplated. 

The requirements of Western Pakistan arc much more than 
the Malakand or Dargai plant will produce. In order to meet 
the greater part of West Punjab’s demand for energy, Warsak, 
an ideal site for medium size dam on the Kabul river, has been 
selected for giant hydel works, which will bring revolutionary 
changes in the life of the people of the North-West Frontier 
Province and the tribal areas. The Warsak project is expected to 
cost about 10 crores, including transmission lines through Peshawar 
to Rawalpindi, w'here power will be delivered in bulk to West 
Punjab. 

A most welcome feature of the Warsak Scheme is that it 
will provide water for the irrigation of nearly 60,000 acres on the 
right bank of the river west and south of Peshawar, belonging 
to fhe Muilazai and Afridi tribesmen, and 5,000 acres on the left 



NATURAL RESOURCES 


i i 




19 


belonging to the Mohmands. Besides supplying energy to West 
Punjab, power will be made available for tubewell development 
in the fertile Kohat valley, where large subterranean supplies of 
water are known to exist at reasonable depth, and for extensive 
industrialization in the North-West Frontier Province. 

The Malakand Hydel Scheme Unking the Frontier Province’s 
power supply to the West Punjab grid has been inaugurated. 
This is the first major hydel project to be put into effect in West; 
Pakistan and is only tire beginning of a series of hydel extensions 
which are to supply electricity to the West Punjab, now dependent 
on the Jogendranagar generating station for its power. 

The Government of Pakistan also proposes to construct the 
Karnafuli hydro-electric scheme in East Pakistan at an early date. 

The units of electric energy generated and sold in India’ 
and Pakistan are iUustrated by the following table: — 
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MINERAL RESOURCES 

Economic Significance of Mineral Resources *—India is 
vastly rich in mineral resources, which are deemed to be sufficient 
for the growth of a number of metallurgical industries in this 
country. Our mineral deposits remained practically neglected up 
to early eighties, when it was a popular misconception that India 
was poor in mineral resources. The wars of 1914-18 and 1939-45 
gave a great fillip to the development of our mineral resources. 
The Indian Industrial Commission of 1918 commented that 
mineral deposits of India can easily sustain most of the key 
industries, barring those which require \anadium, nickel and 
molybdenum. The following table illustrates the economic Value 
of India’s mineral deposits: — 

1945 

Value Rs. 

Antimony 
Apatite 
Asbestos 
Barite 
Bauxite 
Bentonite 
Beryl 

Building materials 
Calcite 
Chromite 
Clav 
Coal 

Copper (Refined) 

Corundum 
Diamonds 
Feldspar 
Fluorite 
Fuller’s Earth 
Cold 


1,32,640 

5,240 

78383 

4,26.946 

1,31,314 

70 

2,062(b) 
2,62,57,669 
5,535 

6,77,572 ■ 
20.34,211 
32,81,09,008 
83,70,000 
1,85,506 
1,79,835 
9,364 
3,506 
2,11,943 
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Graphite 

1945 

Value Rs. 

1,29,386 

Gypsum 

4,26,206 

Limenite 

13,34,293 

Iron— 

Pig Iron 

2,70,98,880 

Steel 

24,11,27,760 

Kyanite 

2,91,580 

Lead 

11,211 

Manganese Ore 

48,20,328(c) 

Magnesite 

4,43,673(c) 

Mica 

2,44,77,312(d) 

Monazite 

65,433 

Ochres 

2,63,846 

Orpiment 

544 

Petroleum 

1,35,28,033 

Natural Gas Gasoline 

855 

Ratile 

1,03,593 

Saltpetre 

1,09,815(d) 

Sapphire 

1,924 

Salt 

3,14,86,180 

Silver 

48,622 

Steatite 

5,61,577 

Sulphur 

Wolfram (Tungsten Ore) 

40,869 

Zircon 

35,746 

Toml 

74,71,93,444 


(b) Excluding the value ot 90 tons 

(c) Fob values at Indian ports 

(d) Export values 

Coal :—Coal is easily the most impotunt mmeial in India. 
The Indian coal industiy began to develop from the second half 
of the last century with the growth of the Indian Railway systems, 
which initially depending upon impoits of foreign coal made 
increasing demands upon indigenous supplies. At present, the 
Indian Railways depend not only upon the supplies of Indian 
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coal* they are also the largest customer of the country's coal 
industry and some of the largest collieries are owned and managed 
by the Indian Railways to serve their own requirements. Indian 
coalfields were originally developed by joint-stock companies with 
British capital, ownership and management. Although at present 
Indian capital, ownership and management are largely employed* 
the British element involved in the Indian coal industry is even 
now quite considerably important. The phenomenal growth 
this indigenous industry may be illustrated by the fact that India 
mined coal of 13 million tons in 1884, while die present mined 
tonnage was shown at 26 60 million tons, valued at about 
Rs. 39 89 crores in 1948. It is estimated that private capital 
exceeding Rs. 9 crores has been invested in the Indian coal 
industry. '• * * 

The internal consumption of coal has been fast increasing 
with the development of Indian industries and the requisite 
internal demand tnay be put at about 32 25 million tons, rising 
to about 41 53 million tons by 1956. The following table illus¬ 
trates the internal consumption of coal: — 


(In thousand tons) 


Railways 


10,540 

Admiralty 


550 

Bunker 


1.340 

Cotton Mills 


2,010 

Jute Mills 


500 

Iron and Steel 


3,130 

Brick and Tiles 


353 

Cement 


890 

Paper Mills 


420 

Port Trust 


163 

Inland Steamers 


442 

Tea Gardens 


153 

Collieries and Wastages 

Other industries and domestic 

4,239 


Total 

24,730 
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/ In addition to meefmg internal demands, Indian coal has 
also an export market. In the past, Indian coal was competing 
With foreign import® especially from England and South Africa 
ip the domestic market, but it is now gratifying to observe that 
our domestic requirements are now fully and exclusively satisfied 
with indigenous supplies. In view of the fundamental importance 
of this industry as the supplier of industrial fuels, it is impera¬ 
tive to take active steps for its maintenance in a healthy condition. 
Amongst others, it is necessary to expand overseas markets for 
Indian coal and encourage by-products like tar, synthetic petrol 
and fertilisers and develop coal distillation and’ dve-stufls 
industries. 

Distribution of Coal Mines Coal resources are unevenly 
distributed throughout the country and are largely concentrated 
ip West Bengal, Bihar and Orissa (the Gondwana coalfields} 
There are big minevS also in Central Provinces, Assam and 
Hyderabad State. Rajputana, Central India and Bikanir also 
mine some coal. The discovery of new coal deposits has been 
reported in Uridhachalam and Cuddalore in Madras and this 
coalfield is expected to start mining at an early date. It is 
estimated to yield about 100,000 tons a year in three or four 
years’ time. 

Hie Coal Industry and the State t—The state control in 
this basic industry is necessary and the Government of India 
have been gradually extending their supervision over various 
aspects of this industry. The Indian Coal Committee was 
appointed in 1924 and it agreed unanimously that quality and 
price should be properly regulated. It therefore recommended 
the establishment of a Coal Grading Board, whose certificates 
would he good regarding the quality. This Board was formed 
n 1926, 

Sir Lewis Fermor, Director of the Geological Survey of India, 
sounded a warning in 1936 that India was fast exhausting her coal 
•©sources which were estimated at about 4,500 million tons and 
)Ieaded for their conservation. The Government of India in 
•onsequence appointed in 1936 the Coal Mining Committee to 
investigate this matter and it submitted its Report in 1937. It 
©commended that stowing should be adopted as a means of 
•omerving coal of good qualities, while second class coal stocks 
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are unlimited in India. The Government accordingly passed the 
Coal Mines Safety (Stowing) Act in 1939, which authorised the 
Mining Inspectorate to enforce stowing whether necessary and 
ensure the safety of underground workers by construction of 
protective works. The Acr also created a fund by levying an 
excise duty on coal and coke to be utilised for stowing purposes. 
The Coal Mines Stowing Board has been instituted to enforce 
the Act and look after proper utilisation of coal resources. 

India's reserves of all workable coals down to 1000 feet depth 
have been calculated by the Geological Survey of India at 20,000 * 
million tons, and of good quality coals down to a depth of 
2,000 feet at 5,000 million tons. Reserves of coking Coals for 
metallurgical use are computed at 1,500 million tons, of which 
only a portion, about 50 per cent, may be quarried. The known 
reserves of good coking coal, suitable for metallurgical purposes 
were estimated by the Indian Coalfields' Committee in the 
neighbourhood of about 700 to 750 million tons. 

The Indian Coalfields’ Committee submitted its report some¬ 
time towards the end of 1946. It made recommendations in 
regard to the acquisition of mineral rights, the appointment of a 
committee to draw up a plan for coal production and transport, 
investigation into fragmentation of holdings, encouragement of 
sand-stowing operations, the abolition of excise duty on coal, the 
creation of a Department of Fuel and Power and the setting up of 
a National Coal Commission. In regard to nationalisation the 
Committee expressed the opinion that while the principle was 
sound in itself it was impracticable until the mineral rights were 
acquired by the State. The Government'of India has deckled to 
set up a National Coal Commission. 

In order to meet the coal shortage, the Indian* Coalfields* 
Committee set an annual production target of 32,250,000. The 
mechanisation of coallieries is urgent to step up production, but 
mechanisation depends on transport which is the most important 
single problem, facing the industry. While 3,582 wagons are 
needed per day to transport 32 million tons from Bengal and 
Bihar the railways have been able to commission only about 
2,700 wagons a day. The Government are meeting the transport 
problem by laying out more railway lines and the remodelling of 
stations and marshalling yards. 
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n The decision of the Government of India to appoint as 
Committee to advise on the measures to be taken for the conserva¬ 
tion of metallurgical coal will be welcomed throughout the 
country. The extent of India's working reserves of metallurgical 
coal have for long been the subject of controversy, and it is 
estimated that India's reserves of metallurgical coal are likely to- 
be exhausted within sixty-five years, if no steps are taken from* 
now onwards. The committee is to report by I5th June, 1949. 
The terms of reference to the committee are to review the publica¬ 
tions and recommendations of the Fuel Research Committee, 
Fuel Research Institute and other research organisations and 
recommend to Government what legal and executive action 
should be taken to implement such of the findings of the research 
bodies as are considered desirable for adoption. The committee 
will also consider and recommend what results can be achieved 
through blending and washing of coal, and what measures are 
needed and the extent of the compulsion which is to be applied, 
both at the producers' and consumers* ends, for conservation of 
metallurgical coal with suggestions for making, washing and 
blending economically feasible. The committee will ascertain 
what the existing difficulties, mainly arising out of transport 
limitations, are in the way of increasing the production of good 
quality metallurgical coal and how to overcome them. It will 
also estimate the likely increase in the amount of good quality 
metallurgical coal which the country will require in the next 
few years. 

Not much progress has been made in the utilisation of coal 
for the manufacture of synthetic oils or dye-stuffs. The Govern¬ 
ing Body of the Council of Scientific and Industrial Research at a 
meeting in February, 1948 set up a Committee to work out details 
of a scheme for the early establishment of a synthetic oil 
industry. Second and third grade quality coal would be used; 
this is an advantage as India's resources in first grade quality 
coal are limited. 

The coal industry continues to be controlled by the Govern¬ 
ment in matters of price, production and distribution. 

That the Indian coal industry requires urgent rationalisation 
is illustrated by the existence of 724 small collieries, which are 
uneconomic and raise less than 5,000 tons a year. 
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Tlie following table illustrates the production of coal in India 
and Pakistan:— * 


(in Tons) 


Year 

Indian Union 

Pakistan 

1938 

28,136,996 

. . 

1945 

28,662,401 


1947 

26,769,000 

205,910 

1948 

26,595,533 

310,599 


Exports The following table gites the statistics of exports* 
of coal: — 


# 

(In ’000 Tons) * 


! 

1 

1947-48 

1948-49 

April 

37 62 

33-71 

May . . 

24-31 

7409 

June 

32-23 

7218 

July 

46 43 » 

59-63 

August 

73-64 

11901 

September 

30 82 

98J0 

October 

45 50 

108-36 

November 

32-75 

10837 

December 

47-33 

149-50 

January 

31-87 


February ... 

39*86 


March . . ... 

42-73 



i S 

i 


Pakistan t Coal :—Coal raisings at present arc confined to 
West Punjab and Baluchistan in Pakistan. 

Pakistan’s annual requirements of coal are estimated H 
about 3*3 million tons including i‘8 million tons for railways 
and T5 million tons for industrial and other purposes* Pakistan 
will therefore have a deficit of about 3 million tons a year, which 
should be imported. 


i 
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1 Pakistan’s total coal reserves are estimated at only &S million 
tons. The coal raked in Pakistan is tertiary coal, whose high 
sulphur content makes it unsuitable for locomotives or mill 
furnaces. Pakistan will in consequence rely entirely on imports 
for good coking coal for metallurgical purposes. 

It is, however, gratifying to observe that the discovery of 
coal deposits has been reported at Panjsher near Kabul and in 
East Bengal. 

Iron Ores :—Rich deposits of iron ores are available in India. 
The following table illustrates the distribution of iron ores 
throughout India: — 


Estimated Resen e* 
(Million tons) 


Bihar and Orissa States 

. . 8.000 

Mysore 

150 

Drug District, G.P. . . 

175 

Bastar State 

610 

Sandur State 

100 

Madras (Salem and Trichinopoly) 

305 

J , r 

1 OTAL 

.. 9.340 


Iron ores are at present mined in the Siugbhum district of 
Bihar and states of Keonjhar, Bonai and Mayurbhunj in Orissa, 
where recent discoveries also indicated a range of iron ores 
extending to over almost forty miles. Iron ores deposits are also 
being worked in Mysore at the Bhadravati factories* Indian ores 
which are being mined contain high grade hematites with trifling 
amounts of magnetite. Excepting a small amount, most of the 
mined ores are used for smelting in blast furnaces. 

Although Indian reserves of iron ores are about three quarters 
of the U.S.A*, the output is comparatively poor. About 2*75 
million tons were mined in India in 1938, as compared with 
JO million tons in the U«S.A. 

The iron industry in India is pretty old and was founded 
long before any foreign imports reached this country. The 
indigenous industry has been making phenomenal progress. The 
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production of iron ores rose from 4,41,574 tons tk 1914 to 1,540,849 
tons in 1947-48. , 

There are hardly any iron ore deposits it Pakistan. 

The following statistics of imports and exports of iron are 


given: — 
Imports : — 


Iron Ore- 

Quantity (Tons) 
Value (Rs.) 

Pig Iron- 

Quantity (Tons) 
Value (Rs.) 

Expoth : - 

lion Oie— 

Quantity (Tons) 
\ ulue (Rs.) 

Pig Iron— 

Quantity (Tons) 
Value (Rs.) 


1946-47 

1947-48 

54 

539 

18,951 

87,379 


394 

71 

47,034 


20 


500 

- 

8,505 

419 

12,275 

28,234 


Petroleum :—India produced crude petroleum of 66*97 million 
gallons in 1938 valued at Rs. 1,12,65,000, while the production in 
undivided India was shown at 97 45 millions in 1944, valued at 
Rs. 1,78,42,000. Asssam is hy far the largest and most important 
oil-bearing area in India. Fields in Assam contain less average 
crude, but more lubricating oil and wax. There is a large gas- 
show at Jawalamuklii in the Kangra district in East Punjab and 
some sources are also reported to exist in C, P. 

India is essentially dependent upon foreign imports for her 
mineral oil requirements, as shown in the following table; — 


t. 



Imports of Mineral Oils in India, 
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It may be observed here that we have get orfy one rdlaety 
in Digboi In Assam, India can save a lot of money if more 
refineries are started here, because prices of crude petroleum being 
much cheaper than refined oil, we should be able to import crude 
oils in large quantities. 

Pakistan t Petroleum-The yield from the Attack oil fields 
in Pakistan declined from 35*43 million gallons in 1941 to about 
11*81 million gallons in 1946 and these fields are reported to dhow 
signs of exhaustion, following the small thickness of oil source 
beds. There are some oil shows in Kohat Salt Range, at Curguri 
Oba in North Waziristan, in a pass on the borders of Dera Ismail 
Khan and Rannu district. Some gas-shows are also reported in 
the Makran Coast and Sind and around Chittagong in East 
Bengal. 

Copper j— India produced copper of about 3*26,01? tons in 
1944, valued at Rs. 67,28,000. Excepting 51 tons in Mysore, the 
entire copper was mined in the Singbhum district of Bihar. 
India is deficient in this non-ferrous metal, because die total 
copper ores reserves were estimated at 8,52,300 short tons in 1938 
with an average assay value of 2‘88 per cent of copper. India 
manufactures about 6,000 long tons of fine refined copper in a 
year and this satisfies nearly 20 per cent of our requirements. 
The copper i‘s milled by the Indian Copper Corporation Ltd., in 
their factories at Maubhandar, near Ghatsilla in Singbhum. 
Almost all of this refined copper is converted into brass sheets 
and circles. 

Although some copper ores of low quality have been located 
in Darjeeling in West Bengal, Kumaon and Garhwal in U. P„ 
Kangra Valley in East Punjab and in Madras and Central India, 
their economic working has not yet been proved. ¥ 

Indian copper is nickliferrous in quality and in consequence 
its value as a conductor of electricity is nil It is however, useful 
as an alloying element. 

India imports large quantities of copper, as shown in the 
following figures: — 

1945-46 1946-47 194748 

Quantity (cwts.) 307,501 710*319 439,996 

Value (Rs.) .. 1,59,22,824 4,33,30*347 3,74,99,703 

There are no known deposits of copper ore in Pakistan. 
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Gold! i—India produced gold of 3,21,134 fi m ounces in 1938, 
mimed at Rs. 3,04,75,000, while the total production amounted to 
1,88,206 fine ounces in 1944, but valued at the higher figure o£ 
Rs, 3,55,02,00, Indian production is about 3 per cent of the 
world's total output of gold. The main gold-producing areas in 
India are located around the Kolar Gold Fields in Mysore. Some 
gold is also produced in the Anantapur gold fields in Madras. 
Though the Nizam’s mine at Hutti was opened in 1903, it closed 
its working since 1920. Negligible quantities are also obtained 
by washing in Central Provinces and United Provinces. The 
production of about 4 ozs. in Punjab has been allocated to 
Pakistan. 

The following table illustrates the production of Kolar Gold 
Fields: — 
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Mysore ... 1 

11,805 

: 1 

i 4,723! 

! 

' 

i 4723 

3,650 

1 4,683 

Champion Reel .. 

8,080 

! 4,423 : 

I | 


4,423 

4,480 

i 5,694 

Ooregurn 

8,002 

i 2.255 

1 . . | 


! 2,482 

1,962 

2,357 

Clean up 


227 



; 



Kundydroog 

11,580 

1 2,949 

' 3,410 j 

98 

3,017 

2,639 

3,892 

Total 

39,467 

14,577 

! 

3,410 

98 

j 14,675 

12,731 

! 

1 16,626 


Mica :—Mica is a key mineral and possesses strategic import¬ 
ance, It is largely used as an insulating medium in the electrical 
industry. The manufacture of electric fans, cookers and irons 
requires block mica, which is imported from Brazil, Canada and 
U.S.A. and is also re-exported in the shape of fine splittings. 
Railways consume a large quantity for insulation and lepairs of 
electrical apparatus. Mica is useful for the development of wire¬ 
less telegraphy, radio communication, aeronautical engineering 
and motor transport. Sheets, tubes, washers and taps are made 
in the shape of micanite. Ground mica Ls utilised in paints and 
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coating composition, as a lubricant in the moulding and vulcanis¬ 
ing of motbr tyres, etc. Mica is also useful for decoration and 
medicinal purposes. 

India is the chief producer of mica in the world, contributing 
about 70 per cent of the total output. Bihar supplies about 80 pear 
cent of India’s total production. Mica S is also found in the 
Nellore, Salem, Nilgiri and Malabar districts of Madras, Tonk, 
Jaipur and Udaipur States in Rajputana and Mysore. India 
produced dressed mica of about 1,59,581 cwts. in 1943 and about * 
2,50,000 workers are employed in the industry. In view of the 
importance of this mineral, the Government have been gradually 
extending their control over this industry. The Mica Enquiry 
Committee emphasised the importance of grinding i& India. The 
indigenous consumption is estimated at about 5 per cent of our 
total output and the balance is exported, as illustrated below: ~ 


Quantity (cwts.) 
Value (Rs.) 


1945-46 

125/131 

2,45,38,615 


1946-47 

185,278 

3,00,08,940 


1947-48 

256,359 

5,65,23,242 


Although there are reported to be some deposits of mica in 
the Hazara district and Chitral State of Pakistan, the mining of 
mica m Pakistan has not yet been undertaken. 

Manganese Ore :—Manganese is an important mineral and 
principally used in the manufacture of Iron and steel, dry cell 
batteries, chemical, glass and ceramic industries. It is also useful, 
for medicinal purposes. Its alloys are widely used. India is one 
of the principal producers of manganese ores in the world and 
contributes about 30 per cent oi the total output. Although the 
quarrying of this mineral started in Vizagapatam in Madras, 
Balaghat, Bhandara and Nagpur districts of the Central Provinces 
produce at present about 70 per cent of India’s aggregate outturn. 
It is also mined in the Sandur State of Madras, Bombay, Mysore, 
Bihar, Orissa and Central India. Reserves of this ore in India 
are estimated at about 10 to 20 million tons. The total Indian 
production was shown at 370,980 tons in 1944, compared with 

967,929 tons in 1938. v 

0 

3 * 
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India exports nearly 95 per cent of Iter total output, mainly 
to the U.S.A. and UJL Export figures are reproduced below:— 

1945-46 1946-47 1947-48 

Quantity (Tom) . . 184,681 461,^00 526,146 

Value {»$.) ... 65,34,100 1,84,14,344 2,48,64,232 

The industrial panel on non-ferrous metal industries em¬ 
phasised the importance of increasing the exports of ferro¬ 
manganese rather than manganese ores. India manufactures at 
present about 20,000 tons of ferro-manganese per year. There 
are no known deposits of this mineral in Pakistan. 

Bauxite ;—Bauxite is mainly used for the extraction of 
alumina, which is required for the preparation of aluminium by 
electrolysis. It is also utilised for making aluminium salts, 
alum and aluminous. It is also useful for the manufacture of 
artificial abrasives and refractories. It is used as a filtering 

material for refining kerosene and paraffin wax and is also utilised 
by sugar refineries. 

Formerly most of the Indian bauxite was bought by the 
petroleum companies and a limited quantity was used for making 
alum and aluminous cement. At present India is using bauxite 
for the manufacture of aluminium, whose production from both 
Indian bauxite and imported alumina is estimated at about 
2,400 tons, satisfying 30 to 40 per cent of our requirements. 

India produced bauxite of 13,893 tons valued at Rs. 1,31,000 
in 1945 compared with 8,243 tons worth Rs. 22,000 in 1933-38. It 
is fSrgely found in Kapadvanj in the Khaira district of Bombay. 
Certain quantities are also available in the Jamira Pat Plateau and 
Ranchi districts of Bihar, Kami in Jubbulpore district and Central 
Provinces. Indian bauxite is associated with laterite and contains 
nearly 55 per cent alumina contents. Pakistan possesses no 
known deposits of this mineral. 

Cbcmute India produced 39,555 tons of chromite in 1944, 
compared with 22,257 tons in 1938. It is located in Mysore, 
Bihar, Orissa and Eastern States. 

It is used for the production of various alloys of chromium 
with iron, nickel or cobalt. Ferro-chrome and chromium steel is 
also produced with this mineral It is also useful for making 
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chrome brides and chrome refractories. This metal is «d*o used 
|or the production of salts, chromates, bichromates of sodium and 
potassium and is utilised in tanning, dyeing and.pigmenMJaaking 
processes. 

India used to export the entire quantity before the war, but 
now consumes about 10,000 tons. 

High grade chromium ores are located at Hindubagh and 
Khan ozai in *North Eastern Baluchistan in Pakistan, The dis¬ 
covery of chromium with a monthly output of about 2,000 tons 
has been reported in Baluchistan and Kohat. 

Magnetite Indian production of magnesite rose from 25,611 
tons in 1938 to 41,936 tons in 1944. It is found in the well-known 
chalk hills of the Salem district in Madras and contains 97 per 
cent of magnesium carbonate. Deposits are also available in Dod 
Kanja and Dod Karur of Mysore. It is said that valuable 
deposits exist in the Singbhum district of Bihar and in Ida*, 
Dungarpur State and Ajmere-Merwara of Rajputana. India’s 
deposits are estimated at about several thousand million tons. 
It may be mentioned that magnesia can be manufactured from 
magnesium chloride in sea water. 

The alloys of this metal are widely used in aircraft parts and 
[in the manufacture of incendiary bombs. Its wires and ribbons 
fare utilised in the radio industry for degassing valves. 

| Before the war India used to export the entire quantity. 
[The importance of developing a magnesium industry in India 
ishould be duly recognised. 

f Although some deposits of this mineral are available in 
([Baluchistan in Pakistan, they are as yet not accessible. 

| Gypsum The production of gypsum in India rose from 
|41,557 tons in 1938 to about 83,706 tons in 1944. It is available 
|mostly in Bikanir and Jodhpur States and Trichinopoly of Madras. 
! Some deposits are also found in Garhwal in United Provinces, 
|jai$almer in Rajputana, Kashmir, Sirmur, Kathiawar and Cttjdn 
j, It is utilised as a retarder in cement and forms 2 to 5 per 
f cent of the limestone used and as such is an essential constituent 
fcof cement. It is also used in the manufacture of manure sulphate 
|of ammonia. Piaster of Paris is made from this mineral and it 
| serves as a valuable source of sulphur. It is mentioned that once 
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the process of making sulphur and alumina becomes a commer¬ 
cial success, gypsum will naturally occupy a position of great 
strategic value. As partition deprived India of Khewra gypsum, 
which used to feed the Sindri fertilizer factory, India is searching 
for alternative sources of this material. Negotiations between 
India and Pakistan axe, however, proceeding for sale of Khewra 
gypsum. The rich deposits in Pakistan are located in Jhelum 
district of West Punjab. There are known deposits also in 
Baluchistan and North West Frontier Pro\ince. 

Titanium Ore t —Indian production of titanium mineral ore 
declined from 252,220 tons in 1938 to 100,794 tons in 1944. India 
is the largest source of world’s supplies of this mineral. It occurs 
largely in the beach sands of Travancore, where monazite and 
zircon sands are also found* There are \ast deposits of titani- 
ferrous magnetite in Singbhum and Mayurbhunj districts of Bihar. 
Ilmenite is also available in Rajputana, and bauxite deposits are 
reported to contain appreciable quantities of ilmenite. India 
exported 225,592 tons of ilmenite of her total output, of 251,220 
tons in 1938. 

Titanium is essentially used as an alloy in steel, copper and 
aluminium., It is also largely utilised in the manufacture of 
welding rods and in pigments, dyeing and ceramic industries. 
There is no deposit of this mineral in Pakistan. 

Baryte* and Barium :—India's production of barytes and 
barium declined from 15,689 tons in 1938 to 15,299 tons in 1944. 
Deposits are found in the Cuddapah and ceded districts of 
Madras, Alwar in Rajputana, Jubbulpore in Central Provinces, 
Bihar and Eastern States. 

It is used in paints manufacture, oil-well drilling and in the 
manufacture of lithophone. It is also utilised as a filler in the 
paper, linoleum and rubber industries* The wireless industry 
uses barium alloys. 

Although there are some deposits in Kalat and Las Bela 
district in Pakistan, there is hardly any production. 

Saltpetre: —The production of saltperre (in India) dropped 
from 3,599 tom in 1938 to 2,118 tons in 1944 and nearly the whole 
of it i& exported* It is largely available in Bihar and United 
Provinces and is mainly used in the manufacture of glass, 
preservation of food and manurial purposes* The Indian Union 
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produces about 3,599 tons and Pakistan 5,199 tons, mostly in 

West Punjab. 

t tmthwi* j—Limestone and Kankar are important budding 
ma ter ial s . Limestones are also used for fluxing purposes in the 
iron and steel industry, for lime and cement manufactures. 

Undivided India produced about 5'21 million tons of lime¬ 
stones and Kankar in 1944, They are chiefly concentrated in 
Bihar, Eastern States Agency, Rajputana and Central Provinces. 

It is said that reserves of this mineral are almost unlimited. The 
Indian Union produces about 2,717,796 tons and Pakistan 334,728, 
mostly in West Punjab, Sind, Kalabagh, Makarwal and Kohat, 

Among other building materials. Trap is found in Bombay 
and Bihar, Granite in Bihar, Madras and United Provinces and 
Sandstone in Rajputana, Gwalior and Bihar. The total value of 
building materials was shown at about Rs. 1,13,00,000 in 1938, 
compared with Rs. 2,50,00,000 in 1944. 

Antimony Ores :—Though antimony ore deposits are 
available in the Kangra district of East Punjab, they remain 
unexploited due to transport difficulties. Other untapped sources 
are reported to exist in Chitaldrug district of Madras, Bihar, 
Central Provinces and Hyderabad, although antimony contents 
of ores in these areas are not high. Pakistan mined about 962 
tons of this mineral in 1944, chiefly in the Chitral State. 

This mineral is useful for the manufacture of matches and 
ammunitions and for vulcanising rubber. It is also used for 
makmg alloys and polishing pottery wares. 

Other Non-ferrous Metals 5— India is rather deficient in 
the production of other non-ferrous metals. Deposits of Zinc 
exist in Kashmir. The mines of Zawar in Udaipur which are no 
longer worked contain about 28 per cent zinc, 20 per cent lead 
and 40 ounces of silver per ton. Although it is an important 
metal used in galvanising and the manufacture of brass, its pro¬ 
duction is insignificant in India. It is also used as alloys and 
zinc pigments arc utilised in the paint industry. India produces * 
only about 100 tons of lead, and lead deposits are repotted to 
exist in Jaipur State and Bihar. Though India possesses deposits 
of Tin-stores, they are not worked in appreciable" quantities. 
There is one tin-plate company working in Tatanagar. Nickel 
deposits are unknown, excepting that some occur as constituents 



'fill INMAN AND itfumm. ECONOMICS 

of copper ores in Singbhum and Khetri mines of Jaipur. Silver* > 
Graphite, Asbestos, Steatite, China Clay, Ochres, etc., are alst? 
found in limited quantities. 

Pakistan does not mine any zinc, lead or tin. 

Sail t—In addition to its vital necessity in everyday life, 
common salt serves as an important raw .material for the Alkali 
Industry, being mainly used in Le Blanc, Ammonia-Soda, Electro¬ 
lytic, Caustic, Glass, Leather, Soap, Textiles, Paper, Ceramic, 
Enamel, etc It is extensively utilised in the manufacture of 
Soda Ash, Sulphate of Soda, Silicate of Soda and Caustic Soda. 

It is widely used as a preservative and utilised in fish curing, 
dairying, packing meats, etc. 

Although salt is mainly produced in India from sea water 
and Sambhar Lake, salt ranges are available in Mandi and 
Sultanpur. Salt is mainly manufactured in Northern India, 
Rajputana, Khargoda, Bombay, Madras, West Bengal, Travancore 
and Kathiawad. The major portion of salt in India is obtained 
by evaporation of sea water on the coasts of Bombay and Madras. 
Brine salt is obtained from the Sambhar Lake in Rajputana and 
salt is also brined on the border of the lesser Rann of Cutch. 

India produced brine salt of 1,650,000 tons and rock salt 
6,000 tons in 1941-42 and undivided India imported 232,000 tons 
iij the same year. The production of undivided India amounted 
to 1'86 million tons in 1944. India bids fair to be self-sufficient 
in salt supplies, as the sources of salt production in India are 
inexhaustible. 

The question of making India self-sufficient in salt was 
referred to the Tariff Board in 1929 and it submitted its report 
one year later. It pointed out that Bengal consumed about 500,000 
eons of imported salt and although price was a determining factor, 
the Bengal market stressed the importance of “whiteness, evenness 
of grain and absence of moisture”. The Board recommended to 
the Government the possibility of a fuller development of a salt 
industry in the country and suggested the consideration of a 
reduction in railway freight on salt. The Salt (Additional) Import 
Duty Act was passed in 1931, levying an additional temporary 
import duty of 4J annas per maund on all foreign salt except that 
of Aden- This duty was renewed from year to year and the Supple* 
men tar y finance Act of 1931 imposed a surcharge of 25 per cent 
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on the cnaaans and excise dudes on salt According to die 
recommendations of the Salt Industry Committee of die Legislative 
Assembly, die additional duty was reduced to annas per maund 
in 1936 and this-duty was terminated in 1938. The indigenous 
production increased from 1*71 million tons in 1930 to 1*95 railBoa 
tons in 1935, following the protection granted to the industry, while 
imports decreased from 0*69 million tons to 0*39 million tons. 

The Government of India has been taking active steps to* 
make the country self-sufficient in salt by enhancing local produc¬ 
tion. It is estimated that the Dominion of India requites annually 
about 6,75,50,000 maunds of salt, out of which about 6y37,00#00 t 
maunds wore manufactured in 1948, compared with 4,88,00,000 
maunds in 1947. It is anticipated that the country will he able 
to reach the target of self-sufficiency in 1949, 

Pakistan is well placed in the production of salt. In addition 
to this manufacture of salt by evaporation around Karachi, salt 
is profusely produced in the Salt Range and the Kohat mines in 
West Punjab. The salt resources of Kohat are almost inexhaus¬ 
tible. 

The Present Position rtf Salt Industry in Bengal 
(Undivided) :—Twelve companies have been registered under 
the Indian Companies Act for the production of silt and about 
eight of them have already started actual production. Five of 
these are in 24 Parganas, two in Midnapore and one is-In 
Chittagong. The total production of salt by these factories is 
about 22,500 maunds annually. The usual process of salt manu¬ 
facture followed by these factories is that followed in Burma. 
Only the Bengal Salt Manufacturing Co., Ltd., follows both the 
Burma and solar evaporation methods in a fifty-fifty ratio and 
claims that both the methods are economical and may be followed 
commercially in Bengal. 

Mr. Pitt (Mr. C. H. Pitt, General Manager, Salt -Range 
Division, Khewra [Punjab], was appointed to undertake the 
investigation into the possibilities of salt production in Bengal, 
Bihar and Orissa in 1932) did not consider the bans of manufacture 
practised during the days of the East India Company to belof 
cottage type, as the method followed necessitated the construction 
of special furnaces and the withdrawal of labour from their homes. 
The present method involving use of only two chafes and the 
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i*0M8eht)ld cooking stove is, however, considered by Mm to be of 
the cottage type. The present development of salt manufacture 
on a cottage basis is mainly due to concession afforded by the 
Gandhi-Irwin Agreement of 1931. Rural workers are in conse¬ 
quence permitted to produce salt in certain scheduled areas of the 
Coastal districts for domestic consumption. They are also allowed 
to buy and sell salt within these areas without paying any duty. 

Prospects of manufacturing salt in Bengal are examined from 
the standpoint of three processes; — 

(i) Burma method, ie., combined solar evaporation and 

artificial heating; 

(ii) Solar evaporation—Solar heat and wide velocity; 

(in) Vacuum pan evaporation by artificial heat. 

The first two methods are suitable for Bengal, 

Bengal salt is distinctly superior to salt imported from other 
Indian sources. Besides, fine boiled salt easily comparable to 
Liverpool quality is also being produced here. 

Ancillary industries will economise costs of production of salt 
and are thus vitally connected with the development of salt 
industry. In this connection the question of the possibilities of 
manufacturing caustic soda and chlorine by utilising brine and 
of recovery of various salts may be usefully considered. 


Statistics of salt imports are reproduced below: — 



1945-46 

1946-47 

1947-48 

Quantity (Tons) 

Value (Rs.) 

216,651 

1,79,59,547 

92,583 

74,22,312 

378,858 

2,87,46,645 

Share of West Bengal— 



Quantity (Tons) 

Value (Rs.) 

216,651 

1,79,59,317 

92,393 

73,54,228 

362,683 

2,76,52.016 



CHAPTER V 

POPULATION 

» 

Total Population of India :—On the basis of the 1941 
census tlie total population of the Indian Union is estimated at 
319,016,000 in 1941 and about 338,162,000 in 1947. The total 
population in the various Provinces was 230,207,000 in 1941 and , 
244,019,000 in 1947. 

In Pakistan the total population was estimated at 69,982,000 
in 1941 and 74,182,000 in 1947, while for Pakistan Provinces the 
respective figures are 65,602,000 and 69,538,000. The following 
table illustrates the distribution of population in the Indian Union 
and Pakistan: — 


INDIAN UNION. 


Names of Units 


Area j 

i 

Population 

Madras 


1,26,000 sq, miles 

4,93,42,000 

Bombay .. 

... 

99,000 „ „ 

2,08,50,000 

U. P. 

.. 

50,000 „ „ 

5,50,20,000 

Bihar 


32,000 ,* »» 

3,63,40,000 

C. P. at Berar 


28,000 „ „ 

1,68,14,000 

Assam (excluding Svlhet) ... 


2,000 „ „ 

75,05,000 

Orissa 


1,000 „ „ 

87,29,000 

West Bengal . 


37,000 „ 

2,11,95,000 

East Punjab 


76,000 „ „ 

1,27,02,000 

Ajmer-Merwara 


70,000 „ „ 

5,84,000 

Andamans and Nicobar 


1,06,000 ,? ,, 

34,000 

Delhi . , , ft 


3,000 „ „ 

9,18,000 

c °hrg . 


2,000 „ „ 

1,69.000 

Patuh Piploda 

... 

30 „ », 

5,000 

Total 


6,32,030 „ „ 

23,02,07,000 

States 


5,88,000 „ „ 

8.88.09,000 
31,90, XkMtf 0 ** 

Grand Total 

*** 

12,20,030 „ „ 




*r 

X. 


n4‘. 
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PAKISTAN 


Names of Units M 

Area ! 

Population 

Sind . 

4$,000 sq. miles 

45,35,000 

N.-W. F. P. ..., . 

14,000 M 

n 

30,38,000 

West Punjab 

62,000 „ 

W 

1,57,17,000 

East Bengal (including Sylhet) 

54,000 „ 

n 

4,18,10,000 

Baluchistan 

54,000 „ 

it 

5,02,000 

Total 

2,32*000 „ 


6,56,02,000 

States 

1,28,000 „ 

99 

43,80,000 

Grand Total ... 

3*60*000 *, 

9* 

6,99,82,000 


Density of Population :—Among the factors which in¬ 
fluence die density of population climate, soil, environment, 
government, social structure and economic conditions rank high* 
Normally, other things being equal, a country with rich economic 
resources will be able to support a large number of population 
per square mile. It is generally found in practice that' the density 
of population is very high in an industrially advanced country. 
An agricultural country normally can sustain a larger number 
per square mile as compared to a country either in a pastoral or 
hunting stage of development. Although density is closely asso¬ 
ciated with economic factors, it does not necessarily indicate 
economic progress. Thus for example Arabia and U*S.A. have 
nearly the same density of population, but their economic positions 
are entirely different. The density of population of West Bengal 
is nearly higher than that of England, but the former is much 
poorer than the latter, 

♦ In the Indian Union, die density in Provinces per square 
mile was shown at 364 in 1941 and is estimated at about 386 in 
1947, Including Provinces and States, the density‘was 261 in 
1941 and is shown at about 277 in 1947. 

In Pakistan Provinces the density per square mile is estimated 
at 282 in 1941 and 299 in 1947, while the respective figures being 
194 and 205 for Pakistan Provinces and States. It should be 
remembered that almost 64 per cent of the total population of 
Pakistan is concentrated in East Bengal, which is allocated 25 per 
cent of the total area of Pakistan. The density of population is 
about 718 in East Pakistan, as compared with 136 in Western. 
Pakistan. 
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It it found that density is usually high in ara&i$hkh are 
more easily fruitful from the agricultural point of view. ' 

Distribution of PopuUtioo according to Community j— 

The fottowing tables give the distribution in 1941 according to 
communities. 


TABLE I 


! 

Community 

British India 
(millions) j 

States 

(millions) 

Total 

\ 

f Scheduled Castes 
Hindus l ^ 


39*9 

8*9 

48*8 


150 9 

55'2 i 

2061 

Muslims 

,, : 

, 79-4 

1 tM 

94 4 

Tribes . 


16-7 

' 8-7 

25*4 

Sikhs 

4 2 

, 3-5 

1 2 

l 5 

5*7 

Christians .. 

2s 


Others 

to 

3-Jt 

a 


i 1 

I 1 


388*9 


TABLE II 


i 

Muslims j 
(millions) j 

i 

Non-Muslims 
(millions) 

Muslims 

percentage 

: 

; 

Non-Muslima 

percentage 

Of total. 

Indian Union 

36*8 1 

261-9 

— ---- 

12-3 

87-7 

Pakistan .. 

51*4 ] 

19-6 

73*1 

26 9 

Hyderabad . , j 

2*1 

14 2 

12-2 

87-8 

Kashmir 

3*1 

0-9 

77*5 

22*5 


Distribution of Population between Towns and Villages:— 

The distribution of population between towns and villages is 
significant from the economic point of view. The concentration 
in towns is a sign of economic progress and shows the industrial 
development of a country, while the congestion of villages 
exhibits economic backwardness. The industrial progress and 
economic prosperity of England are dearly disclosed by a large 
number of population living in towns, whereas India's poverty is 
illustrated by a huge concentrasmui^lUL. population in rural 
areas. 
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In Tn dia , the distribution of population among rural areas is 
far Ni ghw than in urban sites. Although the census of 1931 
revealed an increase over 1921' fa the urban population from 10 2 
jper cent to 11 per cent of the total population and the census of 
1941 disclosed a further rise to 12'8 per cent, India’s population 
remains predominantly rural in character. Villages absorb nearly 
87 per cent of the total population of the country. It may be 
mentioned here that the 1941 Census showed a rise of 81 per cent 
in the urban population over 1931 census’s figure against 35 per 
cent increase in the total population. The following tables 
illustrate the distribution of population between urban and rural 
■areas and the growth of urban population: — 


TABLE I 



Urban i 

! 

Rural 

i 

Population 

Percentage 

Population 

Peicentage 

i 

■ 

; 

(millions) 

of total. 

(millions; 

of total 

Dominion of India . . 

41*0 

14 

257-0 

86 

Pakistan ... . i 

5 9 

8 

65-1 

92 

Hyderabad and Kashmir 

2*5 

1 13 

l 

17 5 

! ** 


TABLE II 


Tear 

Rural J 

Urban 

Year 

Rural 

Urban 

1891 

90S 

9-5 

1921 

89*8 

10-2 

1901 

90*1 

9-9 

1931 

89 

11 

1911 

90 *6 

9-4 

1941 

87 

13 


The urban population constitutes about 14 per cent of the 
total population in the Indian Dominion, as compared with 8 per 
■cent in Pakistan, indicating the comparatively large growth of 
industries and commerce in the Indian Union, 

Though India possesses vast potentialities of town develop¬ 
ment, it is necessary that we emphasise the importance of a 
requisite town planning on a scientific basis. Along with the 
growth of industries; Indian jtpwns should be allowed to develop 

r v ■ 

* 
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on medimB-skedi patterns to avoid tile ills of huge and unwiddy 

dues* ' 

Distribution of Population according to Occupation ^ 
Agriculture is the main occupation of the population in this 
country, Though about 10*38 per cent workers are engaged kt 
industries, about I S per cent is supported by organised industries# 
the rest being occupied in unorganised industries* requiring simple 
implements or personal or household duties. The administration 
and defence of the country absorb about \\ per cent. The 
percentage of population engaged in agriculture is higher in 
Pakistan than in India. 

Distribution of Population according to Sex and Age s— 

In India, the population of males to females continues to increase, 
as illustrated by various censuses. There were 940 females per 
every 1,000 males in 1931 and this number decreased to 935 in 
1941. This preponderance of males is spedally marked in the 
urban population, because of the migratory nature of Indian 
workers and the paucity of female employment in cities. This 
disproportion in our city population accounts largely for the low 
morals of the urban working class. 

The percentage of female workers to the total female popula¬ 
tion has been worked out at 25 in this country. 

Various causes have been assigned to this malproportion of 
our population. As a deficiency of female births is a universal 
phenomena, this is corrected in other countries by the higher 
infant mortality among males tl|an in the case of females, but 
Indian conditions favour a larger mortality among females. Ere 
long female children were regarded in this country as a burden 
due to dowry systems. The Purdah s system is unhygienic. 
Maternal mortality Ls very high in India and was shown at 24*05 
per rmlle. This is again due to the fact that girl wives start 
bearing children too early. The facilities of suitable maternity 
arrangements are as yet very undeveloped in this country. 
Working mothers are not given sufficient rest after delivery. 
The general poverty of the people does not warrant the provision 
for pregnant mothers or infants with requisite diets of standard 
nutritional values. 

The age distribution of the population is important because 
it discloses the working potentials of the country. The following 
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t table illustrates the age distribution of 10,000 males and females 
j of the Indian population by ten-yearly age-groups on the 1931 
census basis:-*- 



1931 

Age Group 



Males 

Females 


640 .. .. | 

2302 

2389 

10«20 .. .. * 

2,068 

2,062 

.20-30 „ 

1,768 

1356 

.30-40 .. j 

1,431 

968 

1,351 

48-50 .. .. j 

891 



1931 

Age Group 



Males 

Females 

I 

50-60 „ 

561 

545 

60-70 „ M .. 

269 

281 

70 and over » 

! ' 115 

125 

Mean Age 

23 2 I 

i 

22 8 


The age distribution of every country can be shown xn the 
form of a pyramid and the Indian age pyramid possesses a broad 
ibase due to prevailing high birth rates in this country. The 
inferior longevity of our population is also indicated by the 
tapering of the pyramid towards a point more sharply than 
•elsewhere. Relatively very few people live in India beyond the 
age of fifty. The generally accepted limits for the working 
population are between the ages of 15 and 60 or 65 in Europe, 
while Indian limits are between 13 and 40 and the working 
population of India therefore comes to about 42 per cent of the 
total population, compared with 52 per cent in France and 63 per 
in England. It is therefore fundamentally important to 
improve the longivity of the people and diminish death rates in 
India through extensive measures of public health, sanitation and 
nutrition. It may also be remembered here that the age distribu¬ 
tion of the population is dynamic and liable to changes, according 
m deaths, births and longevity of the population. The above 
.considerations are equally applicable to Pakistan. 

Birth and Death Rates hi India :—Barring emigration 
and immigration which are rather negligible factors as far as 
India is concerned, the size of our population is essentially deter¬ 
mined by births and deaths. India possesses maximum births 
as well as deaths per year throughout the world and these are 
.shown at 34*3 and 24*9 per thousand, respectively, compared with 
,11'f add 12*0 in England and Wales. 
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The following table illustrates the birth and death rates in 
India;— 

i 


Year 

Birth 

rate 

Death 

rate 

Infant 

mortality 

1920 

33 

31 

195 

1921 

32 

31 

198 

1922 

32 

24 

175 

im 

34 

25 

176 

1924 

i 33 

28 

189 

1925 

! n 

24 

174 

1926 

| 33 

25 1 

189 

1927 

33 ' 

23 

167 

im 

1 34 

24 

173 

1929 ! 

33 | 

24 i 

178 

1930 ! 

I 

33 i 

I 

25 | 

189 


Year | 

Birth 

rate 

Death 

me 

Infant 

mortality 

: 

1931 

35 

25 

179 ! 

1932 

34 

22 

169 

1933 

36 

23 

17! 

1934 

34 

25 

187 

1935 

1 35 

24 

164 

1936 

! 36 

23 

162 

1937 i 

3:5 

22 , 

162 

1938 

34 j 

24 

167 

1939 

34 

22 

156 

1940 j 

33 | 

j 

22 

160 


Although there is a universal tendency towards lower birth 
and death rates, India’s population continues to exhibit its old 
trend. High death rates in this country are due, among other 
things, to diseases, mal-nutrition, lack of sanitation and poverty. 
High deaths amongst females of reproductive ages and children 
are significant features of India’s death rates. Nearly one-fifth of 
the children die before one year and infantile mortality aggregates 
about one-fifth of the total deaths in the country. The congestion 
in dries, early marriage followed by low vitality of mothers, lack 
of nutritious food, poverty and lack of care have largely contributed 
to this serious malaisse. There is excessive mortality found 
among females of child-bearing age. 

The net increase in India's population is therefore rather slow 
as compared with other countries, because high births are 
followed by high deaths in this country. India’s population rose 
by about 20 per cent between 1872 and 1921 and the 1941 census 
revealed an increase of 50 millions since 1931. It is argued that 
political security helped the increase during the later period. 
The probable natural increment at the present stage of develop 
ment was put at between 7 to 8 per cent in a decade, by the 
Census Commissioner for 1921, In recent years, our population 
appears to he increasing at a rate of 5 million a year. 

In addition to the causes of high infantile and female 
mortality, various other factors are responsible for high death 
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rates in India, Early and universal marriages following religions 
injunctions and prevalence of joint-family system which removes* 
economic handicaps to marriage rank early among the important 
factors. During the most fertile period of a woman’s life that is 
to say between the ages of 15 and 20, nearly eight out of ten 
girls are married in this country, while the percentage of 
unmarried women aged 30 in U.K, and U.S.A. is about 41 and 23, 
respectively. 

It may be interesting to observe here that births per mille 
are actually lower in India than in other countries and the 
following contributory causes have been pointed out. Indian 
women have lower fecundity as compared with those of European 
countries and this may be due among other things to poverty* 
diseases, unhygienic environment, etc. Although the fecundity 
of Indian women is low, births per woman are comparatively high 
as most of our women get married during the most fertile period 
of their lives. Prolonged lactation is also a cause of low births, 
because breast-feeding continued for a long time impairs the 
fertility of a woman. Rigid social customs in India very often 
act as an obstacle to marriage during normal periods. Diseases 
and poverty have lowered our vitality. The ban on remarriage 
of widows withdraws a large number of adult women from repro¬ 
duction in India. The intelligentsia have a tendency to postpone 
their marriages till a late date, presumably due to economic 
reasons. Various systems of birth controls are fasr becoming 
popular with the educated class. The same features prevail in 
Pakistan. 

The Problem of Overpopulation s—*Is India overpopu¬ 
lated? This is a highly controversial question. Dr. Radhakamal 
Mukherjee in his book, Food Planning for Four Hundred 
Millions, estimated a food deficiency of 12 per cent for our 
population in a year of normal harvests. Mr. P. K. Wattal 
calculated that during 1913-14 to 1935-6 population increased at a 
rate of nearly one per cent per annum, while the crop production 
disclosed an average rate of increase of 0'65 per cent per annum. 
This means that the increase of population has outstripped the 
production of food. Professor Cyan Chand estimated that the 
cultivated area increased by 11 per cent, while population multiplied 
by nearly 21 per cent between 1900 and 1934, 
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Dir, P. J. Thomas on the other hand argued that between 
the biennial periods 1920-21 to 1921-22 and 1930-31 to 1931*32, 
agricultural production increased by 16 per cent and industrial 
production 51 per cent* while population rose by only 16 per cent. 
He therefore believes that population has not increased faster than 
production in a comparative sense and is inclined to hold that 
production has been keeping pace with population. 

Although it is difficult to form any dogmatic conclusion in, 
the absence of reliable statistics regarding production in India, 
the current events seem to confirm die statement of Dr. Mukherjee. 
India is how faced with a heavy food deficit, which is being 
made good by imports of food from abroad at high prices. In 
addition, the qualitative aspect of our food situation has much 
deteriorated. There is a terrific shortage of milk, vegetables, fish, 
eggs, fruits, etc,, or in other words it may be stated that the 
Indian population is severely suffering from lack of supply of a 
balanced diet. Dr. Mukherjee held that the evil effects of over¬ 
population are writ large over the face of the country. The total 
percentage of cultivated to cultivable land has now reached the 
figure of 75 to 95 per cent in the Gangetic Delta due to a rise in 
population and in consequence forests, meadows and marshes are 
all invaded by the plough, bringing about scarcity of grazing 
lands and fodder. The increasing fragmentation of agricultural 
holdings indicates clearly the existence of an overpopulation in 
India. 

Over-population should be regarded either as a state or a 
tendency or both and it is better to discuss it in relation to an 
optimum population. “At any given time, or which comes to the 
same thing, knowledge and circumstances remaining the same, there 
is what may be called a point of maximum return, when the 
amount of labour is such that both an increase and a decrease 
in it would diminish proportionate returns. Just as there is a 
point of maximum return in each industry, so there must be in all 
industries taken together. If population is not large enough to 
bring all industry up to this point, returns will be less than they 
might be, and the remedy is increase of population ; if, on the 
other hand, population is so great that the point has been passed, 
returns are again less than they might be, and the remedy is 
decrease of population.” Over-population implies a departure 
from the optimum in the direction of an abundance of population., 

4 
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The prevailing conditions in India certainly indicate the 
j?vik of an over-population. High births and death® especially 
amongst children are definite symptoms of an over-population. 
Deaths in India, fire due to positive checks, namely, poverty, 
disease, famine and insanitation. Preventive checks like late 
marriages, celibacy and contraceptives are as yet uncommon in 
this Country. On the other hand, early marriage resujting in 
large female mortality and lack of vitality of women, hypergamy 
and prohibition of remarriage of widows, which have been operat¬ 
ing hitherto as preventive checks will tend to disappear gradually 
With the progress of social reform and general enlightenment. 

The appalling poverty of the Indian people is a dear 
symptom of our over-population and the remedy consists in 
keeping births within limits. , 

It is rather difficult to assess national income per head owing 
to paudty of statistical data. Even assuming that the per capita 
income has risen during the past few years, but it remains an 
inescapable fact that the improvement in economic sector would 
have been much more pronounced if population were not allowed 
to grow at the existing rate. India would be a happier country 
if births were deliberately kept under checks and the country 
would be spared of the painful working of all the positive checks. 

Though India appears to be over-populated from the factual 
point of view, it is rather difficult to assert the existence of over¬ 
population as a tendency. The high rates of infantile and 
maternal mortality, the growing disparity in the sex ratio between 
men and women in reproductive age-groups, the increasing number 
of widows at the reproductive age and a lower fecundity of Indian 
women are not conducive to a net reproduction. 

It may be mentioned here that over-population does not exist 
in* India in an absolute sense. India is a comparatively under¬ 
developed country and she can easily support her existing 
• population at a reasonable standard of living, provided India’s 
production potentials are duly utilised. 

The Need of the Hour: —Since there is an over-population 
in our country, what are the actual remedies? In rectifying" the 
present situation, unstinted co-operation between die People and 
die State is urgently called for. 

The obvious remedy is to check the multiplication of 
numbers. An increase in the standard of living and a diffusion 
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of general education are potent preventives against excessive 
birtha. The National Government should devote all attention to 
raise the general standard of living in the country by encouraging 
an all-round increase in production and by devising a better 
system of distribution of income. The Government should launch 
in an extensive system of education so that every individual may 
be compulsorily fissured of a minimum standard of education. 

Meanwhile country-wide propaganda should be undertaken 
to preach the doctrine of reduced births. This may be done either 
by moral restraint, whose scope is likely to be limited in actual 
practice or through artificial birth-controls. There is a vast scope 
of success in this regard. People should be taught to use contra¬ 
ceptives on a wide scale. The educated and comparatively well- 
to-do classes are gradually adopting these artificial measures of 
birth-controls on an increasing scale. The problem is likely to 
be difficult with the poor and Ignorant masses. In the first place, 
they are likely to be against these devices owing to deep-rodted 
prejudices and secondly they will be handicapped by lack of 
finance. The Government should step forward and try to popularise 
the use of contraceptives by undertaking vast schemes of propa¬ 
ganda and should provide the masses with these contraceptives 
at a price which remains within the means of all. 

Attention should be paid towards improving the physique, 
intellect and character of the people and it is in consequence 
desirable that reproduction should essentially depend on those 
individuals, who are best suited to serve the country. In India 
everybody is allowed to marry and get children and there is no 
bar on the physically unfit, the mentally unsound and the morally 
degenerate carrying in thein the germs of hereditary disease, 
marrying and perpetuating their stock. Although Indian public 
opinion is likely to resist any eugenic legislation at this stage, a 
good deal can be done by propaganda and educating public 
opinion in this subject. The establishment of clinics for confi¬ 
dential treatment of venereal diseases' may also assist in this 
dnection. 

One can hardly emphasise the importance of organising the 
sanitation and public health services in India in order to prevent 
the heavy toll of deaths which are usually taken by preventible 
diseases like malaria, cholera, plague, typhus, influenza, small-pox, 
tuberculosis, etc. The public should be taught the tkmmmj 
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principles oi hygiene and sanitation, so that ijaey may live 
ordinarily a much healthier life. 0 

Although there i$ limited scope in inter-provincial migration, 
some improvement may be effected by a planned distribution of 
population. The * population of over-congested area may be 
shifted to places, where people can be settled with a chance of 
earning a decent living. Already the problem of evacuees from 
Pakistan has forced the hands of the Government to plan their 
settlement and the authorities should utilise this opportunity of 
distributing the surplus population of congested areas on a 
scientific basis. 

Pakistan reveals no new feature in this direction. 
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CHAPTER VI 

SOCIAL INSTITUTIONS 
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Economic Importance of Social Institution* s —Social and 
religious institutions profoundly affect Indian economic life and 
a study of our social institutions is therefore of primary signi¬ 
ficance. 


The Caste System t—The Hindu caste system is the out¬ 
standing feature of our social institutions. It originated from 
very early times and persists still to-day. A caste has been 
defined as a collection of families or groups of families having a 
common name, which is Usually associated with a specific 
occupation. They claim common descent from a mythical 
ancestor and profess to pursue the same occupation. They are 
regarded by outsiders as forming a single homogeneous com¬ 
munity. » 

Division of Castes into Three Types :—Castes have been 
mainly divided into three categories, namely, the functional, 
the racial and the sectarian. Functional castes are the most 
important as they represent various occupations followed by 
constituent members. Thus, for example, the Brahmins were the 
priestly castes. The Bania castes represent trading classes and 
the Sudras served as servants to their superior castes. Thus 
numerous functional divisions of castes can be enumerated. 


Advantages of the Caste System a—The caste system 
introduces a division of labour, which ensures economic efficiency 
and stability. Professions become hereditary in practice and the 
son automatically inherits the secrets of the family profettkfflt. 
learns his trade well in the family enviro nmen t. - .uLiFM 
transmitted skill was indeed very great in 
system ensured easy transmission of such skd) anc 

The functional castes are comparable with medieval g iM« i n 
Europe and served as beneficent agencies. They provided for 
training apprentices, prompted good feeling amongst members, 
settled disputes by arbitration, helped members in distress and 
regulated wages and profits. At the same time we should 
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remember that castes are far more rigid than gilds, tabooing 

intermarriage. Castes are a matter of birth. <? 

That the caste system assisted the collaboration of races and 
co-operation of cultures during early days of the Aryan invasion 
is no doubt partially true. It helped the Hindu society from 
disintegration against political invasions. 

Since the caste system determines an individual's occupation 
at birth, it has so far imparted a certain degree of social stability 

The Analysis of the Caste System at the present time :— 

The caste system has outlived its utility and is at present a 
potential evil of great magnitude. It has how degenerated into 
a volcano of intolerence and oppression and is deterrent to political 
unity. 

By enforcing systems of endogamous marriage, the caste 
system has brought in racial degeneration. 

By determining the profession of an individual at birth, the 
caste system prevents correspondence between capacity and 
industrial production. An individual is never allowed to pursue 
a calling best suited to his aptitude and abilities. In other words, 
the system tends to place people in wrong places and thereby 
impairs efficiency. It consequently creates immobility of labour 
and since an artisan usually employs his own capital, the move¬ 
ment of capital is also jeopardised. « 

The caste system is necessarily a bar to the introduction of 
large scale enterprises, which require considerable capital outlay 
and co-ordination of different categories of labour. Modern 
economic enterprises would be impossible if labour remains sub¬ 
divided into rigid watertight compartments. 

The caste system perpetuates a sense of inequality, because 
the people in higher caste v s move with an air of superiority and do 
not like to undertake occupations hitherto pursued by castes of 
inferior classes. This has resulted in acute unemployment for the 
upper middle classes. It is gratifying to observe that the caste 
system is fast disintegrating with the progfess of education and 
general enlightenment. The impact of western civilisation upon 
the caste system has been conspicuous. The self-sufficing rural 
economy of India has been disrupted by the growth of trade, 
commerce and transport. By sheer coincidence of economic 
circumstances, people are now perforce obliged to undertake occu- 



pat ions, which ensure a Jiiyfhg. The Government have also helped 
in the breakup of this medieval relic of the past by recogniafog 
the fundamental right of ‘all on the basis of equality. The 
Government recognises no caste in its service recruitments. The 
Provincial Governments *are moving ahead to remove old 
obnoxious customs, which bahned the entry of so-called depressed 
classes into temples and places of worship. The work of Mahatma 
Gandhi for the amelioration of the conditions of the *Tfari}aU«” 
will be easily recognised as mounmentak 

The Joint Family System t—The joint family system is a 
striking characteristic pf our country. At any given time, several 
generations may live together in a single household. An un¬ 
divided Hindu family is joint in property, food and religion. 
This system is die basis of marriage, maintenance, inheritance, etc. 

Merits of the Joint Family System :—A spirit of sacrifice 
and selfless service is the basis of a joint family. Everybody 
works for a common unit. It guarantees to every individual a 
minimum of subsistence. Anybody bom in a family is looked 
after, be he decrepit, blind or incapacitated. The system acts as 
a sort of insurance against premature deaths, sickness, unemploy¬ 
ment and old age. There is some kind of division of labour in 
the sense that every individual is allotted work according to his 
capacity. It also helps agriculture by preventing sub-division 
and fragmentation of holdings, following laws of inheritance. 

It is possible to manage a joint family with a comparatively 
small income, because there is no multiplication of household, 
equipment and establishment. 

A joint family is usually presided over by the eldest living 
male member. It therefore engenders discipline, sacrifice, 
reverence and obedience. 

Demerits of the Joint Family System 5 — The joint family 
system is naturally fast dying out in modern days. It runs 
counter to modern ideals of any individual. It is fatal to tho 
fulfilment of one's own personality. It destroys initiative and 
enterprise, which are essential for progress and prosperity. Human 
nature being as it is, no individual is likely to give his best unless 
it is followed by individual results arid the joint family system is 
certainly a hindrance in this regard As’individual's earnings are 
dissipated in a joint family, there is no encouragement for capital 
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formation nor for any large-scale enterprise. More often than 
not, it fosters idleness, because all are assured of living froth the 
common pool. 

Among other factors which helped the break-up of,this old 
institution, the development of modern transport ranks high. 
Owing to decay of old occupations, individuals are now com¬ 
pelled to migrate from their ancestral homes for earning their 
livelihood. Children are sent to towns and cities for education. 
The impact of western civilisation has helped to revive the growth 
of individualism to a certain extent. Though individualism has 
come to stay in this country, it does not mean sheer callousness. 
Individualism in its real form contain high degrees of self- 
sacrifice and carries a high sense of duty to others. 

The Hindu Laws of Inheritance :—The Hindu Law pre¬ 
sumes undivided family property in the absence of a regular 
partition. Originally property was in the nature of corporate 
ownership, which was vested in the family and the head of 
the family managed the property. When the question of alienation 
arose, conflicting theoriCvS were propounded by each of the tvvo 
leading commentaries on Hindu Law, Mitakshara and Dayabhaga. 
The sons are the joint-owners of the family property along with 
the father in the Mitakshara school, while sons become ownos 
only on the death of the father in the Dayabhaga school. This 
difference has naturally caused different principles of partition 
and inheritance. If any member of a joint family desires parti¬ 
tion, then there can be partition only as between brothers and 
* descendants of brothers under the Dayabhaga system, while under 
the Mitakshara system there can be a partition even between 
father and sons as die ownership is jointly in them. Thus there 
can be no inheritance in a Mitakshara joint family, as the death 
of a member makes no change in ownership, and property remains 
undivided in the absence of a partition. In tM Dayabhaga 
system also, no change follows a death unless partition is insisted 
upon. There is a case of inheritance under the Dayabhaga school 
when a member dies, the share of the deceased passing on to the 
heirs. In addition to joint property, individuals can acquire 
separate property also by his own efforts. The proposed Draft 
Hindu Code purports to give daughters equal rights with sons. 

In actual practice, the Moslem law of inheritance and succes¬ 
sion is similar to that of Hindus. The owner of the property has 
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control over it during his lifetime only under Muslim law. It 
devolves by succession on an even larger variety of heirs than 
under Hindu law. The rules of distribution of property under 
Muslim, law depend on both consanguinity and equitable considera¬ 
tions. 

In the absence of primogeniture, the Indian laws of inheri¬ 
tance and succession contain elements of equality and justice. 
They prevent the concentration of wealth in a few hands. They 
ensure a stable rural economy by creating mdependam peasant 
proprietors. Every body gets something to start with in India, 
On the other hand, large formations of capital are hindered. 
Savings beet)me rather difficult as no one gets a big share. Laws 
of inheritance and succession in India are largely responsible for 
the excessive sub-division and fragmentation of holdings, which 
are uneconomic from the point of view of agricultural production. 
Very often these systems have encouraged litigation, involving 
unnecessary expenditure and harassment* 



CHAPTER VII 

ECONOMIC TRANSITION IN INDIA 

Economic Transition in India : Its Meaning Economic 
conditions have been broadly sub-divided into two types, namely, 
the first belonging to the Pre-Industrial Revolution Stage and the 
second referring to the Post-Industrial Revolution Stage* The T 
first economic order is characterised by the preponderance of 
customs and status over competition and contract, economic self- 
sufficiency of villages following lack of transport facilities and 
predominance of agriculture resulting in an uneven distribution 
of the population among various occupations* In such a stage 
of development, barter is practised on a wide scale and cottage 
industries and handicrafts of small dimensions usually prevail. 
Free competition and contract are outstanding features of the 
economic stage, which has passed through the Industrial Revolu¬ 
tion. The various parts of the industrial world under such a 
system are integrated by development of communications and 
transport* There is comparatively an even distribution of the 
population between various occupations, and industries are 
relatively more important than agriculture. A complex system 
of division of labour is found with concomitant economic gains. 
Industries are organised on a large scale and there is dearly a 
growth of capitalists who usually own, control and manage pro¬ 
duction, while the workers become mere wage earners, 

India is steadily passing from the first stage of old economy 
to the modern System, although even now in various parts of the 
country, a pure medieval system of economy is found working. 

Old Village Economy :—Villages constituted economic 
Units in the old economic order in India* Economic self-sufficiency 
of a village was conspicuous* Inhabitants of a village belonged 
to three main categories* namely, the agriculturists, who were 
either tenants or landlords. They cultivated land and marketed 
their own products. The village officers numbering two or three 
looked after the administration of a village* In the old days, 
most villages had their panchayats which served as a court of 
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settlement and of justice. The village artisans flrovided the 
inhabitants with other necessaries of life. In other words, every 
village was self-contained from the economic point of vie#. Needs 
of the people were fully met from within the village itself. 

Money was unknown in a village economy, which was 
characterised by the system of barter. Custom and Status 
regulated economic relations rather than competition. 

The Village in Transition :—The socio-economic set-up of r 
modem villages is fast undergoing a transformation, although 
some old features of village economy continue to persist even 
to-day. Changes in village organisation are due, among others, 
to administrative centralisation, growth of an individualistic 
spirit and improvements in transport and communications* The 
establishment of a stable Central Government has destroyed 
village autonomy. The corporal life of the past is yielding 
ground to modern individualism. 

Self-sufficiency of a village is now a thing of the past. 
Villages arc to-day linked with the outside world in economic and 
other matters. Money has substituted the system of barter. The 
tillage population has become mobile and frequent changes of 
occupations are not uncommon. 

Transition iH Agriculture :~~Transition in agriculture has 
essentially four aspects, namely, commercialisation of agriculture, 
passing of lands from ryots to money lenders, sub-division and 
fragmentation of holdings^ and paucity of rural labour. 

The improved transport and communication systems have 
largely led to the commercialisation of agriculture. The introduc¬ 
tion of money and irrigation has been an important contributory 
factor. The commercialisation of agriculture naturally led to 
specialisation of crops in different areas. 

The sub-division and fragmentation of holdings increased 
owing to pressure of population upon land. 

Rural indebtedness was one of the principal causes, which 
resulted in transferring lands from cultivators to money-lenders. 

The movement of the rural population towards industrial 
occupations in cities has caused a shortage of labour in villages*,. * 

Transition in the Position of Rural Artisans Although 
the position of rural artisans is changing, the carpenter, blacL 
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smithy washerman, barber, potter, etc*, are found doing their 
work in a village. They are now paid in money and their services 
are neither regulated by custom nor status. Imports of machine- 
made and foreign goods are gradually replacing the services of 
village artisans, but they appear to have been affected in different 
degrees. The hand-spinner has been nearly wiped out, while the 
weaver continues to hold his ground. The use of modem utensils 
has seriously affected the position of blacksmiths. Artisans who 
have lost their trades have become labourers either in villages 
or towns. 

Transition in the Position of Urban Industries r—-There 
were several big towns in India before the Industrial Revolution 
and these towns were dotted with artisans who plied their trades 
with their own labour and capital The Industrial Commission 
of 1918 remarked, “At a time when the west of Europe, the 
birthplace of the modern industrial system, was inhabited by 
uncivilized tribes, India was famous for the wealth of her rulers 
and for the high artistic skill of her craftsmen. And even at a 
much later period, when the merchant adventurers from the West 
made their first appearance in India, the industrial development 
of this country was, at any rate, not inferior to that of the more 
advanced European nations.” From historical records it is found 
that Egyptian mmnies dating from 2000 B.C.^wcre wrapped in 
Indian muslins of unparalleled quality. Rome used several Indian 
manufactures. The existent e of a highly developed iron industry 
is illustrated by cast-iron pillars near Delhi. India produced fine 
silk goods, woolen shawls, cutleries etc. India exported large 
quantities of cotton manufactures to Persia, Arabia and Syria and 
this trade attracted European traders to India. India’s fine linens, 
calicoes, jewelleries, embroideries, woollen and silk goods, etc., 
underlined the lucrative trade of the East India Company. 

The urban industry of India consisting mainly of textiles and 
luxury wares was better organised than her rural industry during 
the early part of the eighteenth century. The cotton industry 
was localised in Dacca, Abmedabad, Nagpur, Lucknow and 
Madura. The shawl industry was concentrated in Kashmir and 
East Punjab. Benares, Nasik, Poona and Ahmedabad were the 
principal centres of metal industries. Artistic works were produced 
ground Rajputana. India also possessed a flourishing shipbuilding 
industry. The urban handicrafts were essentially organised oil 
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die basis of trade guilds, which acted as friendly societies* Owing 
to the prevalence of the caste system, occupations and skills wpre 
assured as hereditary gifts. 

These urban industries began to decay from the end of the 
eighteenth century and various causes contributed to their decline. 
The elimination of the patronage of the courts and of the nobility 
was one of the main causes of the decline of the urban industries. 
The introduction of the British rule in India along with the 
importation of foreign goods hastened the decay of the urban 
handicrafts. Opposition began to grow in England against East 
India Company’s trade with England from the end of the 
seventeenth century, because East India Company used to export 
large quantities of Indian manufactures to United Kingdom. 
During the first part of the eighteenth century, Indian goods were 
banned from England by prohibitive tariffs and a determined 
policy was pursued to dump Bntish goods in India under special 
advantages. This laid the foundation of the ruin of the Indian 
handicrafts. Then the Industrial Revolution in England put the 
last nail into the coffin of Indian industries. It has been aptly said 
by Mr. R. C. Dutt that “the invention of the power-loom in 
Europe completed the decline of Indian industries”. With the 
quick development of the means of transport and communica¬ 
tions from the middle of the nineteenth century, Indian industries 
failed to compete with the cheap machine-made foreign merchan¬ 
dise. The old artisans left their occupations and switched on to 
land. There were large-scale economic dislocations and miseries 
in consequence of these sudden changes. The British Government 
in India assisted the ruin of the indigenous industries by giving 
all kinds of assistance to the importation of foreign goods in this 
country. 

The Industrial Revolution started in India with the transport 
system and in consequence the results of the Industrial Revolu- 
f tion in India and England were vastly different. Although it 
j meant in England the ruin of handicrafts, it created enormous 
I employments for the people in new industries and factories. The 
| Industrial Revolution meant for England an era of prosperity and 
power. Excepting transport, the Industrial Revolution in India 
meant a flood of foreign goods and a complete destruction of the 
| handicrafts. The urban artisans were displaced from their 
[ traditional occupations and went in for agriculture. In England, 
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the Industrial Revolution signified increased urbanisation, while in 
India it drifted towards larger realisation. 

The Industrial Revolution however took a turn for the better 
in this country from the .puddle of the nineteenth century* The 
factory industry began in India and there has been slow but 
uninterrupted progress in large-scale industry since then. The 
n^w fonn of industry began in the plantation industries especially 
under the patronage of British capital and enterprise. The example 
of the European business was quickly followed by Indian com* 
mercial interests around Bombay. The foundations of India's two 
leading industries were then firmly laid. The Jute Mill Industry 
was built up in West Bengal essentially by foreign capital and 
enterprise, while the Cotton Industry of Bombay has been financed 
and managed from its very inception by indigenous capital and 
initiative. Then the Industrial Revolution spread to other indus¬ 
tries, which are scattered throughout the country. On an 
examination of the various sectors of Indian industries, it becomes 
apparent that our industrial progress is rather slow and uneven 
and the preponderance of foreign capital and management is an 
outstanding feature of India’s industrial development. This is due 
among other factors to shyness of our capital, lack of modern 
banking and credit facilities, paucity of technical skill and indus¬ 
trial labour, uneven distribution of natural resources and absence 
of key industries. 

Industrialisation of India is a Settled Fact :—Factory 
production is to-day found in nearly all sectors of industrial life. 
Large-scale production with modern mechanical equipment is 
prevalent in several units of industries. Minute division of labour 
with all other features of up-to-date production is practised by 
several units in this country. In spite of advances in industrial 
and factory production, India is on the threshold of an Industrial 
Renaiscence. It has been unanimously agreed that India possesses 
vast industrial potentials and these must be properly developed. 
Our industrial advance is handicapped by the lack of key indus* 
tries like machine-making, shipbuilding, high chemicals manu¬ 
facturing industries, etc As the salvation of India lies in stepping 
up the general standard of living, it is imperative to develop our 
industries on a full scale* The appalling poverty of the masses 
must be removed and this can be effectively done by increasing 
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the per capita income through an extensive measure "of industria¬ 
lisation* 

The advent of a National Government has raised tiew hopes 
md a sense of jubilation is vibrating throughout the country* ft 
may be confidently expected that our National Government wilt 
so plan Our future industrial development as to secure optimum 
results. In our industrial planning, attention should be paid^to 
avoid mistakes of the past* Experiences of the West should, 
indicate the way by which we may attain industrial advancement 
without bringing in its train the evils of overcrowding, exploita- 
lion and dehumanisation. Any industrial planning for India 
must provide for an equitable distribution of the National Divi* 
dend amongst the masses, so thar every individual in the state is 
assured of a reasonable minimum standard of living for the fullest 
development of an individual personality. 

Industrial progress of India implies concurrent improvements 
in agriculture. Industrial advance is likely to help agriculture % 
by reducing the pressure of population on land and making an 
increased demand for raw materials. 

It is erroneously held that industrialisation will ruin cottage 
industries. On the contrary, cottage handicrafts are likely to 
benefit from industrial progress. Indian industries will be able 
to supply cottage industries with improved technique of produc¬ 
tion and feed them with necessary raw materials. As agriculture 
will continue to remain a staple occupation in this country, cottage 
industries will invariably hold ground as a handmaid to agricul¬ 
ture. Cottage industries will continue to enjoy advantages of low 
costs of production, because the labour will always be drawn 
largely from the family* 

The rise of Gandhian economics with the cult of Khadi and 
simple living will naturally continue to occupy a portion of > 
importance by toning the rigours of an otherwise dosed industrial 
system. 


u * 



CHAPTER VIII 

AGRICULTURAL PRODUCTION AND EXPORTS 

Agriculture : Importance and Main Features The pre¬ 
eminence of agriculture in India’s economy is clearly illustrated 
by the, fact that nearly over 70 per cent of our population are 
engaged in agriculture and derive their livelihood from the same. 
In spite of this predominance, Indian agriculture is perhaps in 
the most backward stage, as compared with any other country.. 
The output per acre in India compares unfavourably with one- 
fourth or one-third of what is produced in other countries. This 
low agricultural production is primarily due among other factors 
to uneconomic holdings, following sub-division and fragmentation, 
wrong process followed in the rotation of crops, lack of marketing 
and irrigational facilities, medieval agricultural technique, poor 
manures and seeds, etc. 

As agriculture occupies a fundamentally important place in 
our national economy; its resuscitation is long ovthr-duc. Industries 
depend on agriculture for the supply of raw materials and the 
rural population arc the principal consumers of manufactured 
products. India’s population look to agriculture for the supply of 
food. In recent years, India has been paying heavily for imports 
of foreign food to meet the country's deficit. The following figures 
of food imports are interesting: — 



Quantity 

Value 


Tons 

(In lakhs of Rs.) 

1943-44 

326,000 

8.44 

1944-45 

727,000 

15,76 

1945-46 

931,000 

26,00 

1946-47 

... 2,658,000 

88,70 


Food imports aggregated 4 million tons in 1948-49. 

The production of cereals in 1942-43 was 46*735 million tons 
in India and 11*991 million tons in Pakistan, or in other words 
it was about 80 and 20 per cent in India and Pakistan, respectively. 
The Advisory Board of the Imperial Council of Agricultural 
Research estimated the average production of cereals in undivided 
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India at about 60 million tons, which give a figure of about 
48 million tons for the Indian, Union and 12 million tons for 
Pakistan, After making allowance of about 10 pet cent for 
wastage and seeds, the quantities available for consumption art 
estimated at about 43 2 million tons in the Indian Union and 
10 8 million tons in Pakistan. 

It has been estimated that requirements of the Indian Union 
come to about 45 - 8 million tons and those of Pakistan 10 03 
million tons. Pakistan is therefore likely to have a surplus o£ 
about ‘765 million tons, while it has teen estimated that the 
normal deficit of India is going to be about 2’5 to 3 million tons 
of cereals per year and this will cost the country exceeding 
Rs. 100 crores. In order to put our economy in order it is 
essential that agricultural production must so expand as to make 
the country self-sufficient in matters of food. 

The expansion of Indian agriculture should proceed simul¬ 
taneously with that of industries. In order to restore our economy 
to a normally stable and healthy position, it is necessary to have 
a balance between agricultural and industrial development. 

The following rable illustrates the area and yield of cereals 
in India and Pakistan: — 


(In ‘COO) 



Iron* Union 


Pakistan 




1942-43 

1 

1 


1942-43 



Acres 1 

1 

'© to i 

Total 

! 

1 

Yield ! 

.. j 

Acres 

%t<>! 

Total j 

| 

Yield 

Rite. 

59,355 

33‘4 

■ 1 

9,938 

19,697 

57 0 

6,556 

Wheat 

26,436 

14-9 

7,380 

8,869 

25*7 1 

3,862 

Jo war 

.58,717 

21-8 

7,069 

| 1,295 

3*8 t 

292 

Rajra 

1 23,528 

: 13 3 j 

4,133 ! 

! 2,819 

8*2 

m 

Maize 

| 7,062 

4-0 

i 2,495 

1,260 

3*6 

482 

Bariev 

i 7,262 

4 1 

2,359 

561 

1*6 

193 

. 

, 5,826 

I 3-3 

1*701 

19 

0*6 

6 

Millets 

J 8,945 

| 50 

1,560 

9 

0*3 i 

1 

Tpxu, ^ „ 

j 177,507 

1 


46,735 

i 

34,529 

i 

1 11,991 

i 


Remedy Lie* in Intensive Cultivation t—The following 
table indicates that the scope for extensive cultivation is rather 

5 1 
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limited. Even in bringing the available cultivable land under 
production, a great difficulty is likely to be encountered with 
regard to the supply of labour, especially in areas like Assam. 
Attention should therefore be concentrated on improving our 
agricultural production through intensive cultivation. ,It may be 
remembered that in Japan a population of nearly 56,000,000 is 
supported on 17,000,000 acres of cultivated land and this means 
one-third of an acre per head compared to India’s five-sixths of 
an acre. India’s agriculture should expand through scientific 
methods of cultivation, better selection of seeds, irrigation, con¬ 
struction of river valley projects, etc. 



! 

Indian Union 

Pakistan 

Area under cultivation {in 

1 



thousand acres) 

Area under cultivation per head 

(1938-39) 

1 

i 285,943 

53,483 

(Acres) 

Do. do. 

(1941) 

(1947) 

0-89 

0-85 

0 76 

0*72 

Net area sown (m thousand 



if 

acres) 

(1938-39) : 

235,074 

42,64 S 

Net area sown per head (acres) 

(1941) : 

0 74 

0*61 

Do. do. 

(1947) 

0*69 

0 56 

Area under food grains (in 

! 


thousand acres) 

(1938-39) | 

! 198,009 

37,048 

Area under food grains per head 


| 


(acres) 

(1941) 

0*62 

0*53 

Do. do. 

(1947); 

0*58 

0 49 

Area under cash crops (in 

(1938-39) 



thousand acres) 

36,965 

5,572 

Area under cash crops per head 



(acres) 

(1941)' 

0 12 

0*08 

Do, do. 

(1947) 

0*11 

0*07 

Area under forests (in thousand 



acres) 

Area under irrigation (in 

(1938-39) 

81,786 ! 

j 

5,521 

thousand acres) 

(1939-39) ; 

45,679 

18,748 

Area irrigated by Government 

:■ 


canals (in thousand acres) ... 

(1938-39) 

13,990 

14,379 

Cultivable waste (in thousand 


acres) 

(1938-39) 

88,462 

! 

25,016 


* 


Analysis of the Main Crops of India s—Among food-crops, 
rice ranks easily first and then follow wheat, jowar, bajra, maize, 
barley, ragi and small millets. Among non-food crops, oilseeds. 




* * , ► 1 j 

ACSlGOLTURAC PROJQUCTION AND EXPORTS *67 

’ < *' 

cotton, sugar-cane, tobacco and jute come in order of importance. 
The following table shows die areas under major crops in India 
and Pakistan— 


1938-39 (In ’000 acres) 


[ Indian Union 

Pakistan f 

Foodgrains (including gram and pulses) ... 

. 

198,009 

37^48 

Oilseeds ... ... ... ... j 

22,872 

1,499 

Cottons ... ... ... ... i 

17,796 

3,568 

Jute ... ... ... ... ... i 

889 

2,276 

Sugar-cane ... ... .. ... j 

2,833 

4$l 

Tobacco ... ... ... ... j 

938 

; 

! 352 


Rice *—Being a staple food of the people, rice is grown 
extensively in India. It occupies about 59,656,000 acres and yields 
an annual output of about 18,760,000 tons. It is grown mostly 
in the wet and moist areas. Paddy is largely cultivated in West 
Bengal, Bihar, Orissa, Madras, United Provinces, Central Pro¬ 
vinces, Assam and Bombay. Being essentially a winter crop, it 
is harvested generally in December and January. India grows 
varitics of paddy throughout different areas, according to distinc¬ 
tive soils and climate. Progress in the paddy crop has been 
rendered rather difficult by the complexities associated with the 
cultivation of different categories of paddy. The Imperial Council 
of Research has inaugurated a standing committee on rice 
according to the recommendations of the Crop Planning Con¬ 
ference of 1934, and conspicuous progress has been lately made on 
rice research. 

India’s exports of rice have become negligible amounting to 
about 1 per cent of total production since the separation of Burma 
in 1937. India exports rice chiefly to Ceylon, Arabia and certain 
African territories. India also imports a large quantity of rice 
mostly from Burma. 

In order tb protect the Indian rice-grower, a protective duty 
of annas twelve per maund was imposed on broken rice from 

April, 1935. It checked imports from Thailand, which declined 

$ 
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from 283,000 tons in T934-35 to 18,000 tons in 1936-37. The 
following statistics of imports and exports of rice are given: 

1945-46 1946-47 1947-48 

Imports (in Rs.) 40,90,053 3,63,86,024 9,05,61,623 

Export® ( ) 1,17,18,550 7,562 1,757 

Rice is extensively grown in Eastern Pakistan and to some 
extent in Western Pakistan. Other features follow largely the 
Indian trend. 

Wheat -Wheat cultivation covers 20,207,000 acres and yields 
an annual outturn of about 5,346,000 tons. It is a rabi crop 
being sown from October to December and harvested from March 
to May, It is the principal food of the inhabitants of East 
Punjab and United Provinces. 

There was a phenomenal increase in wheat cultivation since 
1914-18 and India used to export considerable quantities of wheat. 
In order to protect Indian growers, import duties on wheat and 
wheat flour were levied from time to time. A duty of Rs. 2 per 
cent was imposed in March. 1931 under the Wheat Import Duty 
Act and this duty was reduced to Rs. 1/8 in April, 1935 and Re. 1 /- 
in April, 1936. This import duty expired in March, 1937 owing 
to improved prices. Again an import duty of Rs. 1/8 per cent on 
wheat and wheat flour was levied by the Indian Tariff Amendment 
Act of January, 1939 for a temporary period extending to March, 
1940 and this period was further extended to March, 1941. At 
present, India is in acute shortage of food and large imports 
are being brought into the country to meet our food deficits. 
The statistics of imports and exports of wheat are reproduced 
bdow: — 

J 945-46 1946-47 1947-48 

Imports (in Rs.) 8,77,34,948 11,43,79,653 9,60,19,041 

Exports ( ., ) 3,10,826 12,137 3,473 

Wheat is widely cultivated in Western Pakistan, where it is 
also the staple diet of the people. The wheat cultivation received 
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a great stimulus from improved transport and irrigation, especially 
in the case of the new canal colonies of West Punjab. 

Bu rley t —Barley is grown largely in United Provinces, Bihar 
and East Punjab. Production is chiefly consumed within the 
country, leaving little surplus for exports. India produces about 
2,488,000 tons on 7,127,000 acres. 

Barley is consumed by both human beings and cattle. The 
following statistics of imports and exports are given: — 

1945-46 1946-47 1947*48 

Imports {in Rs.) 40,32,822 60,23,248 

Exports ( „ ) 450 ... 

Jo war and Bajra: —Jo war and bajra occupy about 
41,894,000 acres of cultivated area and bajra yields an annual 
output of about 2,525,000 tons. Jowar and bajra are largely con¬ 
sumed in Madras, Bombay and Hyderabad. Jowar is grown 
chiefly in Hyderabad, Bombay, Madras, Central Provinces and 
Berar and United Provinces, while bajra is cultivated in Bombay, 
East and West Punjab, Madras, United Provinces and Hyderabad 
Bajra is a Kharif crop, while jowar is both a Kharif and a rabi 
crop* The following figures of imports are given: — 

1945-46 1946-47 1947-48 

Imports (in Rs.) . 11,790 32,509 54,10,569 

Pulses:— Pulses are grown extensively throughout India and 
are largely consumed within the country, leaving limited scope for 
exports. They are chiefly grown in United Provinces, East Punjab, 
Bombay, Central Provinces. Gram occupies the leading place 
among pulses in India. The following figures of imports and 
exports are given: 

, 1945-46 1946-47 1947-48 

Imports (in Rs.) 609 70,21,678 1,83,05,383 

Exports { ) 1,43,950 , 120 



$0’ INDIAN ANp PAKISTANI ^ONOMICS 

Although Pakistan grows pulses widely, it is chiefly con¬ 
centrated in West Punjab and East Bengal. 

Miscellaneous * Food Crops i—India grows a variety of 
vegetables* fruits, condiments and spices in different parts. With 
the division of die country, India has lost the chief source of 
fruit cultivation. In order to meet the deficit in fruit supplies* 
it is essential that great attention should be paid to encourage the 
development of a fruit industry. Potatoes, onions, cabbages, cauli¬ 
flowers, turnips* beets, brinjals, tomatoes, etc., are grown in 
abundance, but the vegetable cultivation is rather unevenly distri¬ 
buted throughout the country. Big cities usually provide good 
markets for both vegetables and fruits and it is found in practice 
that big towns in India are desperately short of these supplies. 
There lies a great scope for the expansion of both fruit and 
vegetable cultivation. It is worth serious consideration, whether 
planned cultivation of fruits and vegetables around the big cities 
of India can be undertaken. This will help to absorb a large 
number of people especially refugees in remunerative occupations. 
In order to make such fruit and vegetable industries a success, it 
will be necessary to provide for scientific picking and packing, 
improved transport facilities and amenities of cold storage. It will 
also be essential to develop simultaneously subsidiary industries 
like dried fruit, jelly, jam and kindred industries. There is also 
a large cultivation of condiments and spices in India. Amongst 
notable spices, peppers are chiefly grown in Travancore. Malabar, 
South Kanara, Coorg and West Bengal, chillies in Madras, West 
Bengal and Bombay, ginger in Malabar coast, Surat, and West 
Bengal* cardamoms in Madras, Travancore, Mysore, Coorg and 
Bombay, betel-nut in Madras and West Bengal and cinamon and 
doves in Western Ghats. Exports of spiced aggregated over 518,000 
cwt, in 1946-47 and the total value of exports of spices amounted 
to Rs. 6*38,32,352 in 1947-48 

Pakistan is well placed in miscellaneous food crops especially 
in fruit cultivation and presents almost all features, which are 
found in India. 

Oilseeds :—India grows oilseeds of various categories* 
linseed* sesamum, mustard and rape, coconut* groundnut, cotton 
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seed, castor, etc. The following table /illustrates the area and yield 
of oilseeds in India and Pakistan:— 


Groundnut— 

Acreage 

Yield (ton$) 

Sesamum— 

Acreage .. 

Yield (tons) 

Kai*e and Mustard— 
Acreage ... 

Yield (tons) 

Linseed— 

Acreage .. 

Yield (tons) 

Castor seed— 
Acreage ... 

Yield (tons) 



Indian Union 

Pakistan 

... 

8,437 

(1,520 Hyderabad) 

2 

(East Bengal) 
Negligible 


3,196 

(537 Hyderabad) 

... 

4,116 1 

(451 Hyderabad) 

215 


364 

(29 Hyderabad) 

32 

t 


4,409 

(9 Hyderabad) 

1,199 


694 

( 5 Hyderabad) 

232 


3,816 

(463 Hyderabad) 

78 


430-5 

(40 Hyderabad) 

MS 


1,194 

(550 Hyderabad) 

5 


111 

Negligible 


T 


Taking the year 1938-39, it is found that out of the total area 
under oilseeds, 35 per cent was concentrated in Madras, 15 per 
cent each in Bombay and Central Provinces and Berar, 9 per cent 
in Bihar, 7 per cent in United Provinces, 2 per cent each in East 
Punjab and West Bengal and the balance scattered over other 
areas. India is the largest single producer of castor seed in the 
world and possesses more than half the world’s total acreage 
under this oilseed The Central Agricultural Department estimated 
India’s production at about 215,000 tons against recorded produo 
tion of about 150,000 tons and this estimate compared favourably 
with the world’s total output of 350,000 tons. Regarding other 
oilseeds, India produces nearly more than one-third of the world's 
groundnuts and one-fifth of world’s total output of linseed. 

Linseed is grown chiefly in Central Provinces, Bihar, United 
Provinces, Hyderabad, Bombay and West Bengal, sesamum in 
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Madras, Central Provinces, ^fibmbay, Deccan, United Provinces, 
East Punjab, West Bengal, Bihar and Orissa, rape and mustard 
seed in United Provinces, Bihar, West Bengal, Assam and East 
Punjab and groundnut in Madras, Bombay, Hyderabad, Central 
Provinces and Berar. 

That oilseeds are important items in India’s export trade is 
borne out by the foliowing tabic; 

# 

(hi rupees) 



1945-46 

1946-47 

1947-48 

Castor 

16,67,211 

26,43,224 

27,72,838 

Groundnut 

6,07.31,553 


3.73.73.211 

Linseed 

. 5,83,51,308 

2,54,56.369 

3,80.88.387 

Rape 

Sesamum 

. 85,80,628 

17,58,306 

16,98,011 

8,71,215 


As vegetable oil is extremely useful in various ways in the 
western countries, it has been aptly pointed out that India lias not 
been making the maximum use of her oil-seeds resotmes by 
developing oil-crushing industries on a large-scale. Research 
work has been undertaken by the Board of Industrial and Scientific 
Research to explore the possibilities of making Use of vegetables 
oils in industrial uses in India. 

Pakistan is very deficit in the production of oil-seeds. Pakistan 
produces negligible quantity of groundnut, linseed, cas tot seed and 
sesamum. There is some production of oilseeds in West Punjab 
and other areas cultivate negligible quantities. Although rape 
and muxtatd are grown to an appreciable extent, the total pro¬ 
duction does not exceed one-fifth of that of India. 

Sugar : Cultivation of Sugar Cane s— India cultivated 
sugar-cane from early times, but her yield per acre is very low as 
compared to other countries. Although India has now a full- 
fledged sugar industry, it is comparatively of recent growth and 
formerly there was a large production of gut or jaggery which 
was extracted by boiling down the juice without removing molasses. 



Cur is even now largely consumed Within the country. At present 
sugar-cane is mostly crushed by iron crashers in plate of the old 
wooden ones- The following table illustrates the acreage and 
yield of sugar-cane, raw sugar and gun 



Indian Union 

Pakistan 

Average (in IKK) acres) ... 

2,692 

438 

Production oi sugar-cane (in ’000 tons) 

<;ross production of raw sugar (in ’000 tons) 

31,370 

4,481 

417 

3,155 

Calculated net production of gur for direct 
consumption (in ’000 tons) 

1,865 : 

266 


India's cane yield per acre at about 14 tons compares un¬ 
fa vourably with 56 tons and 62 tons in Hawaii and Java, respec¬ 
tively. It has been pointed out that if the United Provinces and 
Bihar, the chief sugar-producing areas could even raise their cane 
production at least to the level of certain tracts in Bombay and 
Madras Presidencies, where the average yield has reached the all- 
India record of 60 tons per acre, there would be a sharp reduction 
in the cost of production. The Cane Cess levied by the United 
Provinces and Bihar Provincial Governments during the last 
twelve years fetched an enormous amount to the provincial 
exchequers, out of which considerable sums were spent for the 
supply of manures, improved saplings and crossings, which yielded 
better results. In spite of this, the progress achieved i$ far below 
the optimum. Notable cane-producing areas are the United 
Provinces, Bihar, East Punjab, West Bengal, Madras, Bombay, 
Assam and Orissa. 

The Sugar Cane Act was passed in 1934 and this empowered 
the Provincial Governments to enforce a mimiraum price to be 
paid by factories to growers. Both the United Provinces and 
Bihar Governments have utilised their powers and enforced a 
minimum price of sugar-cane, which was raised from Re. I /4 per 
maund to Rs. 2/- per maund in 1947-48. 

The Tariff Board reported in 1931 that in order to improve 
the Indian sugar industry, it was necessary to attend to the agri¬ 
cultural and scientific aspects of the industry, Accordingly, they 
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recommended for an annual grant of Rs. 10 lakhs to the Imperial 
Council of Agricultural * Research for research work on sugar-cane*. 
Then the Tariff Board further recommended in 1938 that an allot¬ 
ment of 3 annas per cwt should be made from the excise duty to* 
be utilised for central research and assistance to provincial agricul¬ 
tural departments. The Imperial Cane-breeding station at 
Coimbatore and the Agricultural departments are doing useful re¬ 
searches, directed towards improving cane production. The Imperial 
Institute of Sugar Technology at Cawnpore is also working on 
same lines. Although the cane yield shows an improvement in 
both quality and quantity, there remains further scope for progress*, 

History of die Indian Sugar Industry :—It is gratifying: 
to note that the Indian sugar industry registered a phenomenal' 
growth following the grant of protection to the industry since* 
1931-32. The number of sugar factories manufacturing white 
sugar rose from 32 in 1932-33 to 145 in 1939-40. There were 135 
factories working in India in 1947-48 employing over 120,000 
workers. The total capital employed in the industry is estimated 
at about Rs. 35 crores. 

India is at present fully self-sufficient in sugar. Originally, 
she used to import the bulk of her requirements. Imports of 
Austrian and German beet-sugar were replaced by those of Java 
and Mauritius by the imposition of countervailing import duties 
on bounty-fed German sugar in 1903. The Indian sugar industry 
suffered a decline from foreign competition and the cane acreage 
dwindled preceding the wars of 1914-18. There was however a 
recovery from 1918-19 owing to a rise in prices of sugar. 

The refined sugar industry could not flourish in India until 
the grant of protection, because the Indian industry was handi¬ 
capped by low cane yield per acre, lack of up-to-date machineries^ 
low yield of molasses, lack of transport facilities and foreign 
competition. The development of the Indian sugar industry 
attracted the attention of the authorities from 1901-2. Coimbatore 
in Madras started a cane-breeding station. The Government of 
India appointed a Sugar Committee in 1919 to investigate the 
possibilities of a sugar industry in India. On the initiative of the 
Imperial Council of Agricultural Research, the question of granting 
protection to the Indian sugar industry was referred to the Tariff 
Board by the Government in 1930. Being satisfied that thi» 
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indigenous industry fulfilled the conditions for protection as laid 
down by the Indian Fiscal Commission, the Tariff Board proposed 
a protective duty of Rs. 7-4 per cwt. for the first seven years and 
a duty of Rs. per cwt. for the next eight years. Immediately 
an increase of the duty of Rs. 1-4 per cwt. was made in 193142 as- 
a temporary measure. Then the Sugar Industry Protection Act 
of 1932 was passed, which provided for a protective duty of Rs. 7-4 
per cwt. to be effective up to 31st March, 1938 in the first instance/ * 
The Indian industry expanded rapidly since then. 

The Tariff Board conducted a further enquiry into the Indian 
sugar industry in 1937 to examine the question of extending the 
protection up to 31st March, 1946. The Board was fully satisfied 
with the progress of die industry and recommended the continua¬ 
tion of the protective duty of Rs. 7-4 per cwt. exclusive of the 
excise duty for a further period of eight years. The Government 
however agreed to the continuation of the protective duty but at 
a reduced rate. Accordingly the Sugar Industry Protection Act of 
1939 was passed in April, levying a protective import duty on sugar 
of Rs, 6-12 per cwt. exclusive of the revenue duty of Rs. 2, equi¬ 
valent to the excise duty. An Act was passed in 1941, which 
extended the duty up to 31st March, 1942. Subsequently the 
period of protection was extended up to 31st March, 1946 and 
to a further period up to 31st March, 1948. The period of pro¬ 
tection has now been extended by another two years on the recom¬ 
mendations of the Tariff Board. 

The Sugar Syndicate was inaugurated in 1937 in order to 
eliminate competition amongst Indian sugar mills. The Syndicate 
has nearly ail mills as members. The Governments of United 
Provinces and Bihar passed the Sugar Factory Control Acts, pro¬ 
viding for a license from the Government to run a sugar mill. All 
mills in the United Provinces and Bihar must join the Sugar 
Syndicate, which undertakes to sell the sugar of their member 
mills. A sugar Commission was instituted in 1940 in order fa 
exercise the required Governmental control over the industry 
through the Sugar Syndicate. 

Until recently, the Government of India controlled production, 
distribution and price of sugar in India, This state control was 
initiated during die war and continued in full swing until 1948. 
The Government exercised its control through the Sugar Controller. 
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For some time up to early* 1948, not only the price of sugar was 
controlled* it was also a rationed article. In the beginning of 
1948, controls on sugar were lifted, but provincial control over 
sugar-cane persisted as before. It is now felt that the withdrawal 
of control has not been conducive to the interests of consumers, 
because prices of sugar rose phenomenally t since decontrol. It is 
likely that the Government will again intervene and at least 
regulate the price of sugar until the shortage of the commodity 
disappears. 

It has been pointed out that high prices of sugar in India 
are due among other factors to low cane yield per acre, costs of 
transport, old technique of production giving a small percentage 
of recovery at 10 per cent compared unfavourably with 11 '9 per cent 
in Cuba. In order to hold its ground, it is essential that the 
Indian sugar industry should improve its productive efficiency to 
effect a reduction in costs. The Indian sugar industry should 
adopt rationalisation and improve recovery percentages through 
scientific methods. Attention should he paid to a more pro¬ 
gressive development of the subsidiary industries like alcohol and 
spirit 

It may be pointed out that there is a large consumption of 
gur in the country and at present its production is estimated at 
about 3,630,000 tons. The technique of gur-making is old and 
continues to remain neglected. It may be considerably improved. 

India’s exports of sugar except to Pakistan are limited to 
Colombo, Straits Settlements, Fiji and Middle East. The export 
of refined sugar by sea was prohibited by the Government of India 
for five years under the International Sugar Convention of 1937. 
This ban was temporarily removed in 1940 to enable India to 
export 2 lakhs tons of sugar to the United Kingdom during the 
war, but Indian sugar was not sent there due to the low price 
offered by the British Government. The Government of India 
sent a considerable quantity of Indian sugar to the Middle and 
Near East in 1942 to meet war demands. Although India is now 
free to exporr sugar by sea because the International Sugar 
Agreement expired’in August, 1942, she can hardly afford to go 
in for the foreign market owing to acute domestic shortage. 
Besides, high costs of Indian sugar are deterrents to exports and 
Pakistan which is a good market for Indian sugar is switching on 
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jto other sources of supplies due to high prices of Indian sugar* 
The following figures illustrate India’s exports. . 

1945-46 1946-47 1947-48 

Quantity (Tons) • 7,075 1,824 5,243 

Value (Rs.) . , - - 28,96,803 9,99,147 38,68,122 

In order to meet the deficit in revenues, an excise duty was 
levied on Indian sugar in 1934 and it was raised from Rs. 1-5 to 
Rs. 3 from 1st April, 1942. 

4 , * 

The Fixture of Indian Sugar Industry: —The per capita 
consumption of sugar in the sub-contineftt at the present time is 
very low and works out to only about 6 lbs. and in addition to 
24 lbs. of gur, the total per capita consumption of sugar and 
gur is about 30 lbs. during the last few years. The per capita 
consumption of sugar in the United Kingdom is about 106 lbs., 
U.S.A. 97 lbs. and France 52 lbs. It is hoped that before long the 
sugar industry in India will be able to produce a much larger 
quantity of sugar than at present. 

It may be observed here that the Government of India 
appointed a Sugar Panel to imestigate the possibility of increasing 
the sugar output in India. The report of this panel was published 
in 1946. They recommended a target production of 16,00,000 tons 
of .sugar to be reached at the end of 5 years, of which 15,50,000 
! tons were meant for internal consumption and 50.000 tons for 
| export outside India. During 1947, the Government of India, 
l after renewing the recommendations of the panel, came to the 
conclusion that the above target shopld be increased to 18,50,000 
tons of sugar per annum and for that purpose they decided to 
allot a further 25 new units of sugar factories among the various 
: provinces. The Sugar Panel estimated that the total cost of 
machinery required for the fuller exploitation of the existing 
[ opacity of the sugar factories, enhancement of the capacity of 
the existing small plants and construction of 20 new factories of 
f 1.900 tons of cane per day crushing capacity, would be about 11*12 
| er0T es of rupees. If we add to this the cost of establishment of 
| 25 new factories decided by the Government of India, While 
\ ^viewing the recommendations of the Sugar Panel in 1947* the 
1 total cost would be about 22 crores of rupees for the machinery* 
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The above target has since been revised downwards alter die 
partition of die country. , 

The following tables are interesting: — 


TABLE I 



Year 

16.5 

j2 be 
** a 

t £33 

C u 

*11 

loSS 

2 

Cane Factory Pro¬ 
duction. 

i' 

T5 

U 

1 

Khandsari conjec¬ 
tural estimates. 

§■2 

'L 

If, 

1,1 

H 



! 

Tons 

Tons 

Tons 

Tons 

1932-33 


... 57 

290,177 

80,106 

275,000 

645,383 

1938-39 


139 

650,800 

14,700 

100,000 

762,500 

1939-40 


... 145 

1,241,700 

1 26,500 i 

125,000 

1,393*200 

1940-41 


... 148 

1,095,400 

1 44,700 

200,000 

1,340,100 

1941-42 


.. 150 

778,100 

| 20,400 

100,000 

1 898,500 

1942-43 


... 150 

1,070,700 

1 7,800 

214,000 

! 1,292,500 

194344 


... 151 

1,216,400 

7,700 ' 

150,000 

1,374,000 

194445 

*«• 

... 140 

953,500 

6,400 j 

125,000 

1,084,900 

194546 

4 » 

... . 145 

944,800 

4,000 j 

117,000 

1,065,800 

194647 

# 9 

... 1 141 

928,200 

4,000 

110,000 

1,142,200 

194748 


... 140 

950,000 I 

4,000 

110,000 

1,064,000 

194849 

*** 

... 140 

1,000,000 

4,000 

i 

110,000 

1,104,000 


TABLE n 


* Year 

Total acreage under 
sugar-cane in thou¬ 
sand acres. 

g .2 

l|8 

3 -2^ 

sbi| 

§li 

v a,+3 

a5 .... 

&S 

<u w 

JS. 

j*p -S. 

ill 

l « 

Bo 

11? 

V O 

3 2 w 
•g W TJ 

111 
s s i 
£ &S 
o 

Calculated production 
of sugar-cane (in 
thousand tons}. 

1932-33 . 

3,425 

1,845 

149 

4,859 

51,129 

1938-39 . 

3,270 

2,673 

150 

3,572 

35,851 

1939-40 

3,788 

2,893 

15*0 

4,849 

47,732 

1940-41 . 

4,749 

3,529 

15-0 

5,992 

60,668 

1941-42 . 

3,671 

2,831 

15*0 

4,549 

46,491 

1942-43 . 

3,755 

3,004 

15 0 

5,323 

54,295 

1943-44 . 

4,389 

3,545 

13 8 

6,063 

61,782 

1944-45 . 

4,305 

3,604 

13*2 

5,679 

57,699 

W5-46 

3,825 

2,589 

14*0 

5,416 


1946-47 . 

i 

4,108 



5,576 
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TABLE III 


X Calculated net 
annual pro4uc- 
"Year tion of gur for 

direct consump¬ 
tion (in tons) 

1932^33 ... . 3*240,000 

1930-39.2*131.000 

I939-40 ... 2,441,000 

194041 ... ... 3,414,000 

194142 .. ... 2,829,000 


Year 

Calculated net 
annual produc¬ 
tion of gur for 

1942-43 . 

direct consump¬ 
tion (in tons) 

. , 3,015,000 

1943-44 .. 

* , 3,499,000 

1944-45 . 

... 3,633,000 

1945-46 

. 3,57&0O0 

1946-47 . 

. . 3,630,000 


Pakistan t —The acreage under cane in the Indian Union is 
about 30,00,000 acres* which it is about 10,00,000 acres in Pakistan* v 
There are 135 sugar factories working in India, compared to 10 
in Pakistan. Normally it is estimated that the annual consumption 
of sugar in Pakistan is abput 2,85,000 tons, out of which Pakistani 
mills are likely to produce about 35,000 tons. As Pakistan obtained 
about 12| per cent of total gur production in undivided India, 
she is likely to have an annual deficit of about 100,000 tons of 
gur, assuming tire per capita annual consumption around 20 lbs. 

Tea t— India is one of the largest tea producers in the world. 
The initiative of growing tea in India came from the Government, 
which started producing tea from Chinese seeds in Assam from 
1834. It was decided in 1852 that the indigenous tea produced in 
India was good for the London market. The tea industry began 
to make quick progress and the Government ceased to have any¬ 
thing with tea production since 1865 and the Indiai\ tea industry 
has since been financed and managed by private capital, mainly 
European. The tea industry shows continued prosperity with 
gradual* expansion in exports and internal consumption. Nearly 
every garden possesses factories for making tea ready for the 
market, because tea requires to be processed immediately after 
plucking. In order to avoid a depression in the tea industry, an 
international regulation for the exports of tea was adopted in 
May, 1933, which fixed export quotas to tea-exporting countries. 
This export control scheme was further extended for five years 
from April, 1938 and then for another two years after the cessation 
of hostilities. The Indian Tea Control Act was also passed in 
1938 to enable the Government to regulate the production and 
marketing of tea. That the Indian tea industry occupies an 
important place in national economy is illustrated by the following 
statistics. The Indian Tea Association has been largely responsible 
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lor popularising the consumption of tea in the country. The 
Association receives the proceeds of a small cess, imposed from 
1903 on all Indian teas exported from India, The rate of this, 
cess was increased from annas eight to annas twelve per 100 lb. 
in April, 1935, The Association conducts propaganda for popula¬ 
rising the consumption of tea beverages in India as well as abroad. 

Figures of tea Production, Consumption and Exports are given 
below:— 


Area under Tea Cultivation (In ’000 acres) 



India 

Pakistan 

1938 

761 

73 

1943 

. 765 

74 


Tea Production (In million lbs.) 



India 

Pakistan 

1947 

445-9 

43-3 

1948 

446*2 

45’7 


Tea Export,s 



1945-46 1946-47 

1947-48 

Quantity (lbs.) 

363,928,642 327,364,979 

383,984,639 

Value (Rs.) 

... 35,64,51,795 34,56,20,684 

54,90,14,784 


Tea is chiefly grown in Assam, West Bengal, Madras* 
Travancore and United Provinces. 

The Indian tea industry enjoyed an unprecedented boom 
during the last war, owing to the absence of .supplies from competi¬ 
tive countries like the Netherlands East Indies. Lately, it is 
found that foreign markets especially U.S.A. are showing con¬ 
traction and complaints have been received about the deterioration 
in quality of Indian teas. It is necessary to pay special attention 
to maintaining quality and reducing costs of production. The 
Indian tea industry should seize this opportunity of consolidating 
its position in foreign markets. 

Tea Committee i—The Government of India have decided to 
create a committee to be called the Tea Committee for India, as 
a substitute for the existing Indian Tea Market Expansion Board 
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founded in 1903. The creation of this Committee i$ considered 
necessary in view of the importance of the tea industry to India's ^ 
national economy and also for the development of the fodnsW^ 
under the control of the Central Government. The functions 
the Committee will be mainly to promote research, collect stati^i^ 
carry on propaganda, improve marketing conditions and 
the tea growers and exporters in all matters necessary. The Coin* ^ 
mittee will consist of representatives of the tea industry, the 
Central Government and the Governments of the various tea- 
growing provinces and States and will work under the control 
of the Central Government. The expenses of the Committee 
necessary for discharging its functions will be met from proceeds 
of the tea cess. In view of the enlarged function of the Committee 
it is proposed to raise the maximum rate of cess from Rs. 1-8 to 
Rs. 2 for 100 lb. of tea exported. The necessary bill in this 
connexion has been introduced. 


The Government of India has also appointed an Ad Hoc Com¬ 
mittee to investigate the possibility of the early establishment of 
Calcutta as the centre of the world's tea market by building 
suitable warehouses and training Indians in the tea trade. 

Pakistan Tea is grown in Sylhet and Chittagong in Eastern 
Pakistan. 

The consumption of tea in India averages about 140 million 
pounds a year, while it is estimated at about 20 million pounds 
in Pakistan, which is therefore likely to have an equivalj^t 
amount of exportable surplus. 

In order to encourage the production of tea, the Pakistan 
Government has arranged to import substantial quantities of 
fertilisers for tea gardens and it is also investigating the possibilities 
of opening a tea market in Eastern Pakistan at an early date. 
The Government of Pakistan also proposes to set up a Pakistani 
Tea Committee on Indian lines to encourage the growth of the 
Pakistani tea industry. 

Coffee s —The systematic cultivation of coffee began in India 
from 1830 and the industry enjoyed prosperity since that date. 
Lately, there has been continued decline in the production of 
coffee, following reduced exports, because cheaper Brazilian coffee 
ousted Indian coffee in foreign markets. It is grown largely in 
Mysore, Madras, Coorg, Cochin and Travancoxe and Orissa, The,* 

6 
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United Kingdom, and Prance constitute the principal export 
X$M$i<et8 for Indian coffee. In order to assist the Indian coffee 
®flptebry, the Indian Coffee Cess Act was passed in September, 
f<>35, levying a cess of Re. 1 per cwt. of coffee produced in India. 
’IBs fund constituted by the cess is administered by the Indian 
Coffee Cess Committee for propaganda and improvement of 
marketing. It also looks after agricultural and technological 
research. The acreage, yield and exports of coffee are illustrated 
by the tables given below: — 


TABLE I 


Year 

Acreage Production 

1940-41 

181,013 

(in tons) 

14,226 

1941-42 . 

180,412 

17,886 

1942-43 . 

194,474 

16,257 

1943-44 

198,446 

17,215 

1944-45 

198,147 

17,345 

1945-46 

198,700 

25,000 

Exports 

Table II 

1945-46 1946-47 

1947-48 

Quantity (In cwts) 

28,754 93,650 

44,768 

Value (in Rs.) 

26,10,435 93,35,227 

43,34,941 

Indian Coffee Board 

:—In 1942 legislation 

was enacted 


whereby the entire coffee crop of India was to be handed to the 
Indian Coffee Board Pool. The Board was responsible for 
marketing the coffee thus received. The growers expressed much 
satisfaction with the working of this scheme which helped to 
maintain fair prices for all and provide a market for the whole 
of the produce. The scheme at first was only intended to be in 
force for a period of five years, but it has now been extended 
without a time-limit by the Coffee Market Expansion Act of 1947. 
The internal consumption is estimated at about 17,000 tons. 
There is no coffee cultivation in Pakistan. 
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C^n p—The following table illustrates the 
In India and Pakistan:— 



Area and Yield of Cotton 


Area (’000 acres) and Yield (’000 bales of 400 lbs.) 



Indian Union 

Pakistan 


Yield 

Yield 

1938-39 

. 36,64 

13,81 

1942-43 

28,70 

18,32 

1944-45 

. 22,32 

13,48 

1945-46 

. 21,23 

12,95 


Area 

Area 


17,796 

3,568 


Area under Im- 

Area under Im- 


proved Varieties proved Varieties 


5,390 

3,015 


The cotton production in undivided India showed a down¬ 
ward trend since 1940-41 and declined from 6 0S million bales in 
1940-41 to about 3 44 million bales in 1945-46. It is estimated that 
the cotton production in the Indian Dominion dropped more 
sharply than in Pakistan, having registered a decrease from 3’? 
million bales in 1938-39 to nearly 214 million bales in 1945-46, 
presumably due to the Government’s Grow-More Food Campaign. 
The Indian Union claims a larger percentage of the production of 
improved varieties as compared to Pakistan'* Out of the total of 
10 million acres under improved varieties, Indian Union had about 
7§3 million acre in 1942-43 and this position continues to,,, remain 
almost unchanged. Indian Union however produces little of Jong 
staple cotton. In 1945-46 she produced about |ths as much long 
staple cotton as Pakistan, her output standing at 23,000 bales 
against Pakistan’s 58,000 bales. 

India's mill consumption of raw cotton is estimated at about 
4*5 million bales as most of the cotton mills are situated in the 
Indian Dominion. 

Raw cotton used to be an important item of India’s exports 
before the war, but now die position has substantially changed. 
India exports principally short-staple and medium staple cotton, 
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.while she imports chiefly long-staple cotton of finer varieties from 
Egypt and America, Pakistan and India shared in these exports 
kt the ratio of two to one. It is estimated that Indian mills 
consume about 4*5 million bales of cotton, white India grows 
nearly 3 million bales. 

Formerly, Indian mills could not utilise short-staple cotton*, 
which is largely grown in this country. It is gratifying to observe 
that owing to technological improvements, Indian mills have 
substantially increased their consumption of short-staple variety. 
The yield of cotton per acre in India varies between 75 lbs. and 
100 lbs. of tent cotton and compares unfavourably with 180 lbs. 
in U.S.A. and 300 lbs, to 400 lbs. in Egypt. The Agricultural 
Department has been trying to improve both the acreage yield 
and quality of Indian cotton. It has also been attempting to 
introduce exotics, especially long staple cotton and the production 
of hybrids. Cambodia cotton was introduced in Madras in 1904 
and American cotton has been grown in Bombay and United 
Provinces. The indigenous cotton growers were encouraged by the 
doubling of the import duty on raw cotton in March, 1939. 
Cotton is largely grown in Bombay, Central Provinces, East 
Punjab, Berar, Madras, United Provinces, Baroda and Hyderabad. 

The establishment of the Lancashire Indian Cotton Com¬ 
mittee in 1932 popularised the use of Indian cotton amongst 
British mills to a large extent. The Bombay-Lancashire Textile 
Agreement of 1933, popularly known as the Mody-Lees Pact, was 
aimed at expanding the use of Indian cotton in the United 
Kingdom. The Indo-British Trade Agreement of 1939 provided 
for the exchange of Lancashire piecegoods with Indian raw cotton. 

The Government of India appointed the Indian Cotton 
Committee in 1917 to investigate the possibilities of growing lo*g 
staple cotton in this country, devise methods for die prevention 
of adulteration, damping, mixing, packing, etc. and recommend 
improvements in ginning and marketing. The Committee 
reported in 1919 and recommended the introduction of open 
markets in the Berar Model to give an opportunity to buyers to 
examine the grade on the spot. It was also recommended that 
ginning and pressing factories should be licensed, restrictions 
placed on transport of cotton to prevent malpractices of adultera¬ 
tion, mixing and damping and co-operative societies allowed to 
grow. The Committee suggested the organisation of a Central 
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East India Cotton Trade Association for the improvement of the 
cotton trade It also favoured the establishment of a Central 
Cotton Committee to bring about a closer liaison between the 
Agricultural Department and the cotton trade and this Committee 
consisting of 20 official and non-official members should be &n 
advisory body to be consulted on all cotton legislation. It should 
look after the licensing system and cany out authoritative valua¬ 
tions of new varieties of cotton and spinning tests. The East 
India Cotton Trade Association was formed in 1932. The Central 
Cotton Committee started to function from 1921 and on its 
initiative, the Cotton Transport Act of 1923 was passed to prevent 
the adulteration of cotton and this Act originally intended for 
Bombay was later extended to cover also Madras. The Cotton 
Ginning and Pressing Factories Act was passed in 1925. A 
technological laboratory has been established by the Central 
Cotton Committee to carry out spinning tests and other allied 
researches. The Committee has also undertaken experiments On 
cotton cultivation in co-operation with the Institute of Plant 
Industry at Indore. The Committee derives its finances from a 
cess of two annas per bale of cotton used in Indian mills and 
exported from India. The provisions of the Cotton Markets Act 
passed in Bombay in 1927 were incorporated in 1939 in the 
Bombay Agricultural Produce Markets Act. Similar legislation has 
also been passed by the Governments of the Central Provinces 
and Madras. 

The following statistics of Imports and Export of Cotton 
are given: — 


Imports of Raw Cotton 

1945-46 1946-47 $47-4$ 

Quantity (in Tons) 86,075 98,997 112,894 

Value (in Rs.) .. 22,88,20,579 25,91,67,101 31,17,16,908 

Exports of Raw Cotton 

1945-46 1946-47 , 1947-48 

•Quantity (in Tons) * 135,660 162,130 209,222 

Value (in Rs,) ... 13,93,93,103 22,56,31,085 34,73,92,480 
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Pakistan Pakistan is well placed in cotton production. It is 
estimated that hd* requirements of raw cotton come to about 
200,000 bales, leaving an exportable surplus, 

Cotton is chiefly grown in Sind and West Punjab in 
* Pakistan. 

, The Pakistani Government proposes to establish a Cotton 
Technological Institute to encourage the growth of long staple 
cotton. * 

The Government also proposes to introduce a Cotton Control 
Bill to license ginning factories in order to prevent the mixing of 
varieties. The West Punjab Cotton (Control) Act of 1949 has 
been passed and it is aimed at preventing the mixing of cotton 
at all stages, the planning of production on a regional basis and 
supplying pure seeds. 

Jute:—India and Pakistan enjoy a monopoly of jute culti¬ 
vation throughout the world. Its cultivation is chiefly centred in 
West Bengal, Assam, Cooch Bihar, Bihat, Orissa and United 
Provinces, and in East Bengal in Pakistan. In order to help the 
recovery of prices of raw jute, the Government of Bengal in¬ 
augurated a campaign for the voluntary restriction of jute acreage 
from 1935. Then the Bengal Jute Regulation Act of 1940 was 
passed and this placed jute acreage restriction on a compulsory 
basis. 

The following table is given to illustrate the area and yield 
of jute in India and Pakistan. 


Acreage and Production of Raw Jute 



Indian Union 

Pakistan 

_ 


Acreage 

Production 

Acreage 

) 

Production 


(’000) 

(’000 bales*) 

( # 000) 

(’000 bales*) 

1938-39 

8,92 

16,30 

' 

22,73 

51,89 

1940-4J 

14,17 

28,48 

42,52 

103,38 

1943-44 

7,13 

17,51 

19,27 

52,54 

1946-4? .. .. 

5,37 

15,20 

13,74 

41,28 

1947-48 

6,46 

16,96 

. 20,58 

| 68,43 


* Bales?400 lbs. 
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The above figures do not include those of the tX P.. which 
are; Area—7,000 acres; Production—about 15,000 bale#. , , 

It is dear that after partition., the major part of jute acreage 
has gone to Pakistan and efforts are now being made to step rap 
jute production in India. Although the free extension of jure 
acreage is handicapped by the Grow-More-Food campaign, sub¬ 
stantial progress has been made in the direction of increasing ‘ 
India’s cultivation of jute. Already a large area has been placed 
under jute cultivation in Travancore and it is understood that an 
additional 205,000 acres will be shortly put under jute in Guntur, 
West Godavari and Cochin. 

As all jute mills are situated in the Indian Dominion,-Indians 
deficit of raw jute is likely to be between 35 to 40 lakhs of bate 
per annum. Pakistan is likdy to export its entire production and 
jute is now the main foreign exchange earner for Pakistan. 

The following figures of exports of raw jute are given: — 

1945-46 1946-47 1947-48 

Quantity (in Tons) 338,318 306,485 265,017 

Value (in Rs.) 15,83,69,185 19,13,46,603 25,83,16,535 

Indian Central Jute Committee: —A Central Jute Com¬ 
mittee has been constituted by die Government of India. Represen¬ 
tation is found in the Committee for trade and agricultural 
interests and for the Provincial Governments most concerned, 
namely, West Bengal, Bihar and Assam. The formation of the 
Committee is the result of a recommendation made by the Royal 
Commission on Agriculture. The functions qf the Committee 
include agricultural, technological and economic research; the 
improtement of crop forecasting, production and testing #nd the 
distribution of improved seeds; enquiries and recommendations 
relating to banking and transport facilities and transport routes; 
improvement of marketing in the interests of the jute industry 
and collection and distribution of all relevant infofmation on jjite. 
The Committee will also advise the Local Governments concerned 
on any points within its prescribed functions which may be 
referred to it 

The Jute Agricultural Research Laboratories are situated at 
Dacca in Eastern Pakistan and are working on the improvement 
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of the plant, both in regard to quality and yield, the improvement 
in the methods of jute growing, the reduction of loss caused by 
diseases and insects and the improvements in the methods of 
retting. These aspects of research are being tackled in five sections 
viz., Botany, Agronomy, Mycology, Entomology and Chemistry. 
In the field of genetics, considerable progress has been made. 
The mode of inheritance of branching habit, pigmentation patterns 
and other important characters have been worked out. 

The work undertaken at the Technological Research Labora¬ 
tories of the Committee at Tollygunj,- Calcutta, includes the 
spinning of samples of fibre obtained in agricultural experiments 
and reporting on their quality as indicated by the results obtained. 
The spinning tests are carried out at a standard temperature and 
humidity and a special technique has been worked out to give 
good results with as little as 12 lbs. of fibre. Work of funda¬ 
mental importance includes the investigation of the relations that 
may exist between spinning quality and measurable chemical or 
physical characters of the fibre. Considerable progress has been 
made in this direction. Problems dealt with, which are of direct 
interest to the mill, comprise the effect of twist on yam, strength, 
the improvement of jute bags for storing commodities such as 
sugar and cement in damp atmosphere and the spinning of flax 
and other fibres on jute machinery, either alone or blended with 
jute. 

During 1938 and part of 1939, the Marketing Section carried 
out a comprehensive enquiry into the conditions governing the 
marketing and transport of jute in the principal jute growing 
districts of East and West Bengal, Assam, Bihar, Orissa and the 
United Provinces. The data, thus collected, were published in 
two reports entitled, “Report on the Marketing and Transport of 
Jute in India” (1940) and “Report on the Marketing of Jute and 
Jute Products” (1941). The former embodies the results of the 
enquiry relating to the marketing and transport of raw jute so 
far as inland business is concerned, while the latter embodies that 
relating to the jute export trade and manufacturing industry. 
For the last few years, the Section has been engaged in certain 
developmental work of which the main are: dissemination of 
jute prices in the mofussil, marketing of fibre grown from 
improved seed, organization of grading parties, establishment of 
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-cooperative jute sale societies and study of Indian market --^ 1 
view to increasing the consumption of jute and jute goods 

The Economic Research Section keeps constant vigilance 
all aspects of the economics of jute. Some important findings 
relating to the world's consumption of jute, its trend m recent 
years and its relation to the changes in the world market have 
been published in the Committee's Economic Research Bulletin. 
Other investigations have thrown light on some important aspects 
of the jute industry, such as the productive capacity of the Indian 
Jute Mills, the possibility of extending the market for jute goods 
manufactured in India, etc. The effect of the growth of jute 
substitutes and of new uses of jute on the jute trade is also being 
investigated. Besides research work on the economics of jute, a 
large volume of information of various subjects pertaining to jute 
is regularly collected from authoritative sources in different parts 
of the world. The Committee has also a special correspondent in 
the Argentine Republic to report on the conditions of the jute 
trade in that country. A close watch is maintained on all develop¬ 
ments in economic and commercial policy abroad calculated to 
replace jute by its possible substitutes, and prompt steps are taken 
to collect all relevant information on the subject to place it at 
the disposal of the trade and others concerned. 


A monthly journal, known as the Indian Central Jute Com¬ 
mittee Bulletin is published, containing figures of production, 
consumption, prices, stocks, imports and exports of jute and jute 
manufactures, and also information regarding the prices and 
utilisation of jute substitutes. It also includes items relating to 
export and import restiictions imposed on various countries and 
other information regarding the economics of jute and its com¬ 
petitors, as well avs general information of interest to the trade, 
The Committee also disseminates information to the grower to 
assist him towards improved methods of growing and retting, and 
getting better prices for his crop. A preliminary investigation 
into the economics of jute growing has been undertaken in three 
representative villages of Bengal 


Tobacco 5 —It is said that the tobacco crop was introduced in 
India during the early seventeenth century by the Portuguese. < 
The Government have tried to improve the local method of 
curing and manufacturing to produce a better quality jeaf since. 
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die days of the East India Company. The following table illus¬ 
trates the area and yield of tobacco in India and Pakistan:— 


Area and Yield of Raw Tobacco 



Area (In ’000 acres) 

Yield (in ? 000 tons) 

Indian Union 

..... 

Pakistan 

Indian Union 

Pakistan 

1938-39 . 

938 

352 

337 j 

151 


(58 Hyderabad) 




1941-42 

988 

343 

351 

138 

1943-44 . 

716 

303 

2 58 

118 

4945-46 . 

1,026 

194 * 

j 

i 

335 

i 

88 


It is clear that India imports a large quantity of manufac¬ 
tured tobacco, presumably due to the poor quality of the indi¬ 
genous product. The cigarette manufacturing factories show a 
continued expansion in India following a rise in demand. 
Although the Indian leaf tobacco makes a good filler, it is usually 
unsuited to wrappers and this was met up to 1941 by the importa¬ 
tion of Sumatra and Java leaf. It is gratifying to observe that 
the Agricultural Research Institute has been paying attention to 
improving the quality of Indian tobaccos, especially by hybridiza¬ 
tion of new kinds. It is also trying to grow in India tobaccos, 
similar to virgina quality in colour, flavour and texture. It may 
be mentioned that high import duties on tobacco help substan¬ 
tially indigenous product. 

The statistics of exports and imports of manufactured tobacco 
are reproduced below: -— 


Exports— 



1945-46 

1946-47 

1947-48 

' Quantity (in lbs, ) . 

Value (in Rs.) 

. 21.902,575 

. 1,86.85,050 

72,151,387 

5,92,94,424 

49,944,694 
5,02,68,284 

Imports — 




Quantity (in lbs.) 
Value (in Rs.) 

.. 14,871,788 

. 3,61,12,382 

10,116,758 

2,77,35,231 

12,789353 

3,66,37,176 
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Lac t—The production of stick lac in the Indian Union x» 
illustrated by the following figures:— ^ « 

(In *000 Tons) (fo-WToa*/* 

1938- 39 . 537 1944-45 . 356 

1939- 40 >. 51*6 1945-46 .. 41*7 

1940- 41 . 45*5 

The following table gives the statistics of exports: — 

1945-46 1946-47 1947-48 

Quantity (in cwts.) 434,174 676,808 542,134 

Value (in Rs.) . 4,33,22,025 11,18,23,825 9,11,31,045 

It may be observed that United Kingdom and U.S.A. are the 
chief importers of Indian Jac. 

The pre-war consumption of stick lac in India was estimated 
at about 4,000 tons or about 2 3 thousand tons of shellac. 

lac is chiefly utilised in varnishes, paints, polishes, gramo¬ 
phone records, bangles, wood turning industry, jewellery, colouring 
skins and other miscellaneous items. There is no lac production 
in Pakistan. 

Indigo :—The Portuguese started the indigo industry in 
western India in the early days and about the year 1778 the East 
India Company revived it in Bengal. Then the industry was 
shifted to Tirhoot and United Provinces. India used to occupy 
the foremost place among indigo-producing countries or the world 
and later yielded place to West Indies. India continued to have 
a prosperous indigo industry until it was severely hit by the 
development of the synthetic indigo industry in Germany. The 
area under indigo dropped from 1,688,901 acres in 1896-97 to 
about 170,600 acres in 1913-14. The total reported area was 
estimated at only about 60,000 acres in 1940-41 and the value of 
exports dropped to about Rs. 17,000 in 1939-40. It is grown chiefly 
in Madras, Unired Provinces, Bihar, East Punjab and Wteat 
Bengal. The dye is systematically extracted and marked in only 
Bihar factories. It may be recalled that in 1915 the Delhi Con¬ 
ference considered the question of reviving this indigenous industry. 
An indigo cess was levied upon exports of indigo in 1918 and the * 
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proceeds were devoted towards improving the cultivation and the 
manufacture of indigo in this country. India exported 518 cwta, 
of indigo valued at Rs. 75,950 during 1947-48. 

Opium :—The cultivation of opium in India shows a pro¬ 
gressive decrease and the area under it declined from 614,879 
acres in 1906-7 to about 7,138 acres in 1939-40. This followed the 
prohibition of exports to China under the agreement entered into 
between the Governments of India and China in 1907 and then 
In 1935 the Government of India banned all exports of opium 
on private account. It is chiefly grown in United Provinces and 
East Punjab. There is some cultivation of opium in West 
Punjab in Pakistan. 

Rubber: —The production of raw rubber Continues to show 
an upward tendency in India. It is grown largely in Travancore, 
Madras, Cochin, Coorg and Mysore. In order to prevent a 
depression in the rubber industry, an international scheme for 
the regulation of production and exports of rubber has been 
functioning since 1934. The following table illustrates India's 
'Statistical position in regard to rubber. 

The total planted area in India is about 158,322 15 acres, and 
is distributed as follows: — 



TABLE I 

Acres 

Travancore State 

, , , ,,, ,, 

113,731 60 

Mysore State 

... ... 

639-30 

Cochin State 


14,154-22 

British India 


29,79702 


Total 

TABLE II 

158,322-15 



Production in 
tons 

Acreage beat irig 

Average yield per 
acre per year 



in lbs. 

1940 . 

16/>71 

* 

123,820 

302 

1941 . 

16,295 

124,135 

294 

1942 . 

16,591 

123,476 

301 

1943 . 

16,62^ 

121,647 

306 

1944 

17,174 1 

122,191 

315 

J945 . 

16,077 

122,444 

294 
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The yield per acre in India is disappointing and compares 
unfavourably with die average yield in Ceylon, Malay or the 
Netherlands East Indies. The average yield per year per acre in 
Indian sub-continent varies from 294 to 315 lbs., compared to 
about 350 lbs. in Ceylon, while it is still higher in Malay and the 
East Indies, being as much as twice the Indian yield. The Indian 
grower ascribes the difference in yield chiefly to difference in 
soil, climate and die distribution in rainfall, resulting in high 
production cost. The low yield is, however, chiefly due to out-of- 
date methods adopted in growing rubber even after making due 
allowances for climatic conditions. 

The total amount invested by the rubber-producing industry 
in the Indian sub-continent is about 12 crores, die total number 
of men being employed 50,000. 

Till about the middle of 1934 there $as practically very little 
consumption of indigenous rubber in the Indian sub-continent. 
£\en as late as 1939, out of a total of 16,500 tons produced, only 
about 5,600 tons were used for internal consumption. About two- 
thirds of the rubber produced was thus available for export. The 
internal consumption rose to 5,600 tons in 1939 and reached the 
figure of 14,297 tons in 1941. During the war, the demand for 
rubber increased partly because of the greater requirement of the 
Allies and partly because supplies froi# the chief rubber-pro¬ 
ducing countries like Malay, Java, Burma were not available. 

The internal market for rubber is growing with an expanding 
indigenous rubber manufacturing industry, which consumes more 
rubber than the growers can produce. Although the market 
for raw rubber shows expansion, danger threatens the growers 
from two directions. There is competition from imported rubber, 
and secondly there is competition from synthetic rubber. The 
threat of foreign competition is all the greater, because it i& 
believed that world supply is actually in excess of world demand. 
The world price of rubber is at present about Rs. 50 for 100 lbs. 
and the Indian grower cannot afford to sell at that price as the 
cost of production in the Indian sub-continent is much higher* 

In order to look after the proper development of the Indian 
rubber industry, a body under Central Control, called the Indian 
Rubber Board was constituted with headquarters at Kott&yam by 
an Act of the Central legislature in 1947, The objects of the 
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Board were to develop the rubber industry, to see to the marketing 
of rubber and to regularise import and export. There is also a 
growing feeling that the producer of rubber can do a great deal 
to increase bis efficiency and competitive power. The yield and 
quality can be improved by the adoption of better and more 
scientific methods. There could be less carelessness in the 
collection of raw rubber and in grading and baling. The entire 
marketing organisation should be improved. 

The statistics of imports and exports of rubber are reproduced 
Below:— 


Imports: Raw Rubber : — 



1945-46 

1946-47 

1947-48 

Quantity (in lbs.) 

137,663 

379,421 

3,848,112 

Value (in Rs.) 

40,569 

2,69,470 

20.49,063 

Rubber Manufactures: — 
Value (in Rs.) 

8,72,432 

25,86,538 

45,00,417 

Exports : Raw Rubber : — 

Quantity (in lbs.) 

5,065 536 

669,836 


Value (in Rs.) 

37,58,700 

5,02,537 


Rubber Manufactures : — 

Value (in Rs.) 

49,92,909 

2,75,26,032 

2,21,89,619 


Pakistan produces no rubber. 

fodder Crops :—Although the cultivation of fodder crops 
has been increasing, its total quantum is insignificant in view of 
the huge size of Indian agriculture. Recently the Department of 
Agriculture has been concentrating its attention on expanding the 
area of fodder crops and making suitable arrangements for 
storage. The Department lias succeeded in introducing Egyptian 
clover as a soil renovator especially in Bihar and Central Provinces. 
The cultivation of bersum at Pusa is also a noteworthy event. 
The fodder crop is chiefly grown in United Provinces, East Punjab 
and Bombay. The acreage under fodder crops rose from 294 
million acres in 1901-2 to 10*47 million acres in 1940-4L The 
chief growing areas in Pakistan are West Punjab and East Bengal, 
fodder imports were valued at Rs. 67,591 in 1947-48. 



4 V I 11 

AGRICULTURAL PRODUCTION AND EXPOKSrS'j n 95 

/ 

"The following tabic gives a consolidated picture o£ crap area 
and field:—* 


Summary of ths Crop Forecasts**® 1947-48, for Indian Union 
(including Hyderabad) 1 


(Figures in Thousands) 


Crops 

Forecast 

(1947-48) 

4 

Area (acres) 

Production (tons) 

Current forecast 1947- 
48. 

Corresponding Fore¬ 
cast of previous 
year 1946-47. 

Percentage Increase 
(4-) or decrease (—) 

3j 

1 

L 

5* 

ii 00 

*f 

a t 

*1^ f 

.OfWfc 

§ * 
sJ 

to 

^ o 

Rice 

Final 

59,656 

60,987 

-22 

18,760 

19,856 

-6 

Wheat 

Final .. 

20,207 

24,350 

-17 

5,346 

4,745 

+ 12-7 

Jowar .. 

First 

22,268 

23,093 

-3*6 

• ** 



Bajra 

Final .. 

19,626 

21,442 

— 8-5 

2,525 

2,667 

-^5-3 

Maize .. 

Final 

7,755 

7,888 

-1*7 

2,111 

2,035 

+3*7 

Ragi , 

Final 

5.108 

5,174 

-13 

1391 1 

1,476 

— 6 

Barley „ 

Final 

7,127 

7,082 

+0 6 

2,488 1 

2,414 

+31 

Cram .. 

Second .. 

17,627 

17,052 

+ 3*4 

4,215 

! 3*581 

+17*7 

Sugar-cane 

Final 

3,784 

3,528 

+ 7 

5,269 

[ 4,913 

+7 

Sesamum 

Supplementary 

3,704 

3,727 

— 06 

i 333 

323 

+3*1 

Groundnut 

Final 

9,974 

10,267 

-3 

3,454* 

3*588*! 

-4 

Rape and 








IVlustard .. 

Final 

4,389 

4321 

+2 

782 

792 

-I 

lamecd 

Final 

3,338 

3,259 

+ 2 

364 

328 

+ 11 

Gastorseed .. 

Final 

1,462 

1,345 

+9 

128 

117 

+9 

Cotton . 

Fourth .. 

10,833 

11,434* 

-5 

2,051) 

2,131+$ 

: -4 


* Relating to nuts In shell, 
t In bales of 400 lbs. each. 
7 Revised. 







CHAPTER IX 

LAND, LAND TENURES AND IRRIGATION 
Land 

Subdivision and fragmentation :—It has been reasonably* 
argued that die evils of subdivision and fragmentation of agri¬ 
cultural holdings rank among major factors for the backwardness* 
of Indian agriculture. 

Subdivision refers to the division of an agricultural holding* 
following succession and fragmentation means that an individual's 
folding consists of separate pieces of land scattered over a wide 
area instead of being in one compact block. 

Although subdivision and fragmentation are not evils by 
themselves, they become positively harmful from the economic 
point of view if they are carried beyond a certain point. On the 
contrary, it has been pointed out that subdivision up to a point, 
tends to stabilise economic and social conditions by a widespread 
distribution of property in land and creating thereby a large class 
of peasant proprietors fondly attached to the soil. In India how¬ 
ever both subdivision and fragmentation have been carried too* 
far and in consequence deterring progressive agriculture. 

The evils of subdivision and fragmentation depend essentially 
on the concept of an economic holding, which is rather difficult 
to define in exact and accurate terms. Keatinge understood by an 
economic holding in India to mean a holding which allows a 
man a chance of producing sufficient to support himself and his 
family in reasonable comfort after paying his necessary expenses 
and he estimated that in the Deccan an ideal holding would consist 
of forty to fifty acres of land in one block with a good irrigation 
well and a house situated on the holding. The size of an 
economic holding is likely to be determined by a multiplicity of 
factors e*g., fertility and configuration of soil, character of labour 
and resources of a cultivator, transport facilities, etc. It is therefore 
safe to define an economic holding in an optimum sense* It 
should mean a holding, which is capable of yielding optimum 
returns on land, labour and capital and it is unanimously agreed 
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that In India an agricultural holding on the average falls far 
bdow this optimum and as such is uneconomic and mwMNl It 
has been estimated that*n Bihar and Orissa a tenant^ holding 
averages less than half an acre with the average per cultivator 
unit at 3*1 acres, in West Bengal 3*1 acres, in Assam 3 acres and 
in United Provinces 2'5 acres. The size of an average holding is 
less than 2 to 3 acres in Bombay and Madras, 

Among others, a very small-sized holding leads to uneconomic 
cultivation. It may not be possible to turn the bullocks round 
while ploughing. The fixed charge e.g., maintaining bullocks, 
carts, family, etc, remaining constant, the cost per acre tends to 
be high as the unit of holding becomes smaller. The cost of 
fencing becomes prohibitive and fencing is therefore rarely done 
with the consequence that a uniform system of cultivation is 
enforced on all cultivators. It is not feasible to introduce any 
new system of cultivation or rotation of crops, lest stray cattle 
damage the crop from neighbouring areas in the absence of 
fencing. A great waste of land is involved in making more paths, 
hedges, etc. to demarcate holdings. Owing to the smallness of 
the plot, it is not worthwhile for any single cultivator to dig wells 
or make any suitable irrigation arrangement because it is 
uneconomic. The small holder can ill-afford to go in for labour- 
saving devices like tractors, winnowers, threshers, etc. These 
evils of subdivision are aggravated when the small holding is 
further fragmented. Fragmentation renders costs of production 
high. It involves a great waste of energy and time in running 
from one plot to another. As different owners’ plots lie over¬ 
lapping, fragmentation encourages litigation. No single cultivator 
thinks it worthwhile to dig a well or devise any irrigation arrange¬ 
ments as he finds it impossible to carry water to all his plots 
through other man’s holdiiigs. As the cultivator perforce lives 
away from his plots, manures are lost in cowdungs, which ate 
usually piled up at the residence of the cultivator. 

Although the Hindu and Muslim laws of inheritance and 
succession are primarily responsible for the evils of excessive $ttb> 
division and fragmentation, there are other factors which have 
helped the growth of these evils in an indirect way. People have 
now been obliged to exercise their legal rights of sharing equally 
in ancestral property owing to adverse economic conchrions. 

A rise in population, unaccompanied by any industrial expansion *' 

7 
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has increased the pressure on land, Thh situation was worsened - 
by the ruin of handicrafts and cottage industries; Once die people 
shifted back to land to earn livelihood, they were keen on acquiring 
their full rights in landed properties. The growth of modem in¬ 
dividualism cutting at the roar of joint cultivation associated with 
joint family system accentuated the evils of subdivision and 
fragmentation of agricultural holdings in this country. 

Remedies against Subdivision and Fragmentation :— 

Experiments in consolidation of holdings on co-operative line have 
been attempted in different parts of India. On the initiative of 
Mx. H. Calvert, experiments in consolidation of holdings on 
co-operative basis through propaganda and persuasion were tried 
in Punjab from 1920-21 and it is estimated that about 13 lakhs of 
acres were redistributed by 1941. The Co-operative Consolidation 
of Holdings Societies numbered 1,477 by the middle of 1939 and 
the movement towards consolidation was accelerated by the 
passing of the Consolidation of Holdings Act of 1936. which 
applied compulsory consolidation to reclacirrant cultivators. The 
total area consolidated under the auspices of the co-operative move¬ 
ment aggregated 77,762 pucca bighas by 1939-40. The process of 
consolidation under a co-operative basis has been supplemented by 
the passing of the Consolidation of Holdings Act of 1939. Madras 
claimed about 22 co-operative societies for the consolidation of 
holdings by 1939-40. Although the Baroda State passed a 
permissive legislation in this regard in 1920, no practical result 
was really achieved. There grew up in the State about 79 co¬ 
operative societies for the purpose by 1938-39. The fragmentation 
was also checkmated in the State by the enactment of the 
Prevention of Fragmentation of Agricultural Holdings Act of 1933. 
In addition to consolidation effected by the co-operative societies, 
the Central Provinces Government applied compulsory consolidation 
under the Consolidation of Holdings Act of 1928. 

It may be pointed out here that the above measures aimed at 
checking fragmentation and not subdivision. In the canal 
colonies of Punjab, the subdivision was checked by restrictions 
on alienations, and in the case of certain grants, by the limitation 
of succession to one heir. 

Remedies applied so far have only touched the fringe of the 
problem. The creation of optimum economic holdings in Indian 
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agriculture is fundamentally important and brooks m ddizy, 4* 
persuation and propaganda on a voluntary basis are likely to 
achieve limited success, legislation should be adopted Jfcn this 
direction. lire system advocated by Tarlok Singh in his book 
on Poverty and Social Change, should be seriously considered in 
this regard. He favours the institution of a system in which m 
entire village land would be put under joint cultivation and 
management, keeping unimpaired the existing rights in land. 
The village will function as a major base in a modernised 
industrial structure and ensure integration between rural and 
industrial economy. The system is likely to absorb the surplus 
rural population in industrial occupations, because a simultaneous 
expansion of industries is one of the essential adjuncts of 
Mr. Singh’s scheme. The reorganisation of our agricultural 
economy on a joint cultivation system is likely to help the 
introduction of modern mechanisation, scientific selection of seeds, 
improved marketing, grading, sampling and packing etc 

The above considerations are applicable to Pakistan. 

Land Tenures 

Although the system of land tenures in India varies widely 
from large estates with several tenants to small holdings, there 
are broadly three kinds of land tenures found in India. There 
arc various forms of landlord tenure in which one person or a 
few joint owners are made liable in one sum for land revenue on 
the entire estate as in East and West Bengal. This is popularly 
known as Zeraindari system. Secondly, there are village com¬ 
munities, whose members are jointly and severally liable for the 
land revenue. Here we have as if a collective landlord. It is 
actually the joint village or mahalwari system. Then we have 
lands which are held and owned in single individual holdings, 
the individual holders being severally responsible for the payment 
of the revenue. This is known as the ryotwari system. 

Village Constitution Broadly speaking, Indian villages are 
sub-divided into (<?) Ryotwari village and (b) Lanlord village. 
Under the former, land is owned and cultivated by separate 
individual owners and every single owner is individually liable for 
the payment of land revenue on his holding. The common waste 
land belongs to the Government. It is widely found in Madras, 
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Bombay, Central India' and Berar. In the landlord village, 
village is treated a$ a single unit and is owned by a single landlord 
or by a group* of families. Land may be cultivated by hired 
tenants or by the co-sharers themselves. The waste land is the 
property of the village community. The entire estate is assessed 
to one sum Of tend revenue for which the whole body of co-sharers 
are jointly and severally liable. An individual co-sharer may with 
the previous permission of the Government separate his holding 
from the rest and thus become liable for land revenue only otx 
3m holding. This system is largely prevalent in East and West 
Punjab and among Jat, Guzar, and other tribes. 

Some landlord estates may be big and include more than 
One village. These landlord estates owned by zemindars prevail 
in West and East Bengal. Oudh and Agra, where we have got 
what is popularly known as the Talukdar system. Though 
Malguzars, that is estates of the special class of landlords in the 
Central Provinces, are large in numbers, they are not the same a& 
Bengal Zemindars, Bombay possesses a variety of landlord estates 
including jagirdars and inamdars, Gujrat talukdars, and Khots. 
There are Bengal types of Zemindars in Madras. 

Tenant and Sub-Proprietary Rights s—Just as to the right of 
first calling has been super-added the rights by conquest, grant or 
superiority, proprietary rights may degenerate into sub-proprietary 
or tenant rights. Both in the landlord and ryotwari estates, a 
large number of grades of landed rights grew up in between the 
original proprietor and the lowest tenant. 

In a sub-proprietary tenure, the holder is the owner of his 
holding but has no further rights in the whole estate. Such 
tenure-holders in West and East Bengal were granted a privileged 
position of permanent, heritable and transferable tenure held at 
jfteed payment and the Act of 1885 recognised all as tenure-holders 
who were below the Zemindar but owned one hundred bighas of 
land. Similar rights are enjoyed by Pattidars who were given 
permanent lease of a tract by the Zemindar, who wanted to share 
his revenue responsibility with others. The Pattidars again created 
tenants known as dirpattidars with similar rights to share revenue 
responsibilities. Another class of sub-proprietary rights has grown 
with those who have created for themselves landlord estates over 
an earlier group, but now maintain their position by paying only 
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Government revenue without anything to the superior landlord. 
The principle of fixing revenue responsibility on one landlord in 
Central Provinces through the creation of Mulguzara necessitated 
the recognition of sub-proprietary rights. In Oudh sub-proprietary 
rights have been recognised by a separate sub-settlement fixing 
their rent payment to the Talukdar with whom main settlement 
is done by the Government. 

There are different grades of tenant rights in India, A dis¬ 
tinction has been made between natural and artificial tenants. 
Natural tenants could prove their tide by facts, while no definite 
proof could be produced in case of artificial tenants. The Tenancy 
Act of 1859 was passed by Bengal and Agra providing for 
occupany rights to tenants who cultivated the same piece of land 
continuously for twelve years. The Act was amended in 1885 in 
Bengal and it provided for continuous cultivation for twelve 
years not of the same piece of land but of any land within the 
village. The Tenancy Act of 1928 declared holdings to be trans¬ 
ferable subject to a transfer fee, but the landlord was given the 
right of pre-emption. It also strengthened the status of under- 
ryots and divided them into three classes. 

Another Act was passed in Oudh in 1901 protecting the 
rights of tenants. It was revised in 1926 conferring life tenures 
on non-occupancy tenants in return for large extension of the 
sir (home farm) rights of landlords. The heirs of statutory tenants 
were allowed to continue for five years. The Tenancy Act of 
1939 in United Provinces tends to restrict the sir land in the 
interests of tenants. Occupancy rights in Oudh originally limited 
to tenants who having once enjoyed proprietary rights had lost 
them were extended to ex-proprietors who lost their rights by 
sale or execution. 

Occupancy tenants are defined in Punjab by the Act of 188? 
as those who for two generations paid no rent nor services to the 
proprietor, but paid only their share of Government revenue. 

In Madras every ryot in the Zcmindary estate possessing land 
at the time of passing of the Estates Land Act of 1908 and every 
tyot admitted by the landlord to the ryoti land gets a permanent 
right of occupancy. 

In Central Provinces, the twelve-year rule was first adopted. 
Eater any one could buy an occupancy right by paying 21 times* 
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the annual rental* Subsequently this rule was superseded by a 
Eule in 1920, which created two kinds of occupancy tenants, 
possessing transferable rights. 

The Act of 188Q protected the residential tenants in Bombay* 
Other tenures e*g*, the talukdari tenure are dealt in by the Special 
Act of 1862. 

Occupancy tenants as dealt with above predominate in land¬ 
lord areas. There are other tenants also either superior or inferior 
in status to the occupancy tenants. Thus for example* we have 
in West and East Bengal superior tenants known as tenure- 
holders and ryots at fixed rates and the latter can neither be 
ejected nor their rents enhanced. There are tenants at fixed 
rates in the permanently settled areas of Benares in United 
Provinces. We have absolute occupancy tenants in Central 
Provinces and they can be ejected on no ground. They pay fixed 
rents, which are usually settled for the whole term of a settlement 
by the Settlement Officers. There are inferior tenants in several 
" parts of the country and are popularly known as tenants-at-will 

Occupancy tenants enjoy several privileges. Their rents can 
only be increased within limits and after a certain period. An 
increase in rent can occur by agreement or by a court decree. In 
Central Provinces, rents are fixed by Settlement Officers for a 
ten-year period. Rent cannot be increased by more than 12£ 
per cent at one time in Madras. They are protected against 
ejectment except under special circumstances. Occupancy rights 
are hereditary and can be alienated on certain conditions Within 
certain limits, the occupancy tenants can improve land without 
chances of enhancement of rent. There are certain laws of 
distraint for rent, protecting cattle, tools, etc. Occupancy tenants 
are entitled to relief in rent in case the landlords enjoy any 
remission of revenue from the Government in bad years 

Tenancy Legislation :~~In almost all Zemindari provinces, 
tenancy legislation has been passed protecting the interests of 
tenants, while in the ryotwari areas the need for such legislation 
was not until recently felt, because the subordinate rights in 
between the cultivator and the state were few. The Bengal 
Tenancy Act of 1938 provides for the abolition of illegal exactions 
and cess imposed upon tenants, the right of pre-emption of the 
landlord and the Salami paid to landlords, who can no longer 
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realise rent by certificate procedure. The under-ryot has been 
awarded equal rights with occupancy tenants and the rate of 
interest on arrears of rent has been stepped down to A per tent, 
No rent can be increased for JO years. The Central Provinces 
Tenancy Act of 1939 conferred rights of transfer on occupancy 
tenants. The Bihar Tenancy Act of 1938 provides for reduction 
of rent to 6| per cent. No enhancement of rent is possible within 
IS years. Hereditary rights were conferred cm occupancy tenant® 
and eviction was strictly restricted* The United Provinces Tenancy 
Act of 1939 provides for hereditary rights to nearly all occupancy 
tenants and extension of this privilege to tenants on sir land. The 
Act restricts the grant of sir rights to landlords. The rate of 
interest on arrears of rent was reduced to 6\ par e£nt. It restricted 
ejectment and provided for a revision of rent downwards within 
a period of 5 years and once fixed, rents are to remain unchanged 
ordinarily for a period of 20 years. 

The Bombay Tenancy Act of 1939 conferred certain benefits 
on ail tenants and safeguarded their interests. It gave them fixity 
of tenure and prevented rack-renting. It provided for penalty 
on landlords if they exacted anything from tenants other than 
rent. The Government undertook to fix the maximum rent for 
certain areas. Any relief given to landlords by the Government 
in ie\enue is to he shared by the tenants as well. Tenants were 
assured of compensation in cases of eviction, which was strictly 
limited. No agricultural lease could be made for less than 10 
years. The Act also created a new class of “protected tenants’* 
with special rights of occupancy and protection against unfair 
rent and eviction. 

Land Revenue Settlements— Settlement means the deter* 
mination of die share payable as rent to the state, the persons 
liable to pay the same and a record of all rights in land. It 
therefore implies a cadastral record, assessment of the revenue 
and means of collection. The cadastral records is prepared by a 
field-to-field survey. A village map is prepared, showing every 
individual holding, distinguishing between varying kinds of land 
for purposes of assessment. Along with this field survey, & record 
is prepared showing rights of land tenure and the various rights 
in land. These records are kept up-to-date by registering all 
changes and all rights thus recorded are presumed to be legally 
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toreect Land revenue is assessed by determining the value of 
lands and the sum payable by each holding is registered. Adjust¬ 
ments may be made to distribute the payment of the total 
revenues among co-sharers* Land revenue is usually collected hi 
instalments to suit the convenience of those who pay. 

The settlement is known as permanent in West and East 
Bengal, where the share of rent payable to the state is fixed in 
perpetuity. It is temporary if the state's share is fixed for a period 
only. It is a thirty-year settlement in Bombay, Madras and 
United Provinces, 20 years in Central Provinces and 40 years in 
J&asT and West Punjab* 

Settlement has been classified according to land terms into 
three main categories: Settlement for single estates under 
one landlord. Here we have (1) Permanent Settlement with 
Zemindars in West and East Bengal, north Madras and Benares, 
(2) Temporary Settlement with the remaining Zemindars in 
West and East Bengal and (3) Temporary Settlement with 
Talttkdars of Oudh. There are settlements, for estates of pro¬ 
prietary bodies like village communities and these are known as 
Mahalwari Settlements, which may be (1) The Mahalwari Setde- 
naent in United Provinces of Agra and Oudh, (2) The Mahalwari 
Settlement in West and East Punjab and (3) The Mulguzari 
Settlement of Central Provinces. Then we have Settlements of 
Individual Occupancies of Holdings, which consist of (1) The 
Ryotwari Settlement of Madras. (2) The Ryotwari System of 
Bombay and Berar and (3) Special System of Assam and Coorg. 

Permanent Settlement in West and East Bengal :—Uord 
Cornwallis introduced the Permanent Settlement in Bengal in 
1793 in co-operation with Sir John Shore, who favoured a ten-year 
settlement. Under the system the existing Zemindars or farmers 
of revenue were recognised as the sole proprietors of the land over 
which their revenue collection extended and their revenues pavable 
to the state were fixed in perpetuity. This right of the Zemindars 
was subjected to punctual payment of the fixed land revenue and 
the estate was liable to sale on non-payment of the revenue. The 
Government reserved their rights to legislate in favour of 
protecting tenants. The assessment was fixed approximately at 
ten-elevenths of what the Zemindars received from tenants, the 
remaining one^elevcnth was given to Zemindars for their services. 
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The Petmaaent Settlement was made with the sole object of 
ensuring a punctual receipt of land revenue, which Was in a state 
of confusion at that time. It was also devised in order to entourage 
the improvement of agriculture. 

The Permanent Settlement has now both critics as well as 
admirers. It is true that the settlement was made in a rough-and- 
ready fashion without preliminaries of maps, land records and k 
surveys of land tenures. No classification of soils was either , 
made. The settlement was made without any protection for the 
ryots who were rack-rented arid deprived of legitimate rights. 
The Zemindars were given wide powers of distraint under 
Regulation VII of 1799, The anticipations of the framers of the 
Permanent Settlement were belied by later facts. Instead of 
taking active interest in improving their lands, the Zemindars 
mostly turned into absentee landlords and tenants were loft at 
the mercy of the employers of the Zemindars. 

In assessing the results of the Permanent Settlement, tire 
admirers claim that it ensured to the state a fixed revenue. It 
guaranteed the loyalty of die landlords to the state, The 
Zemindars improved the condition of the peasantry by developing 
education and sanitation works. The system has created a pros¬ 
perous peasantry in Bengal. The system is free from all expenses 
and vexations usually associated with temporary settlements. 

On the other hand the critics point out that in spite of its 
usefulness, the system has outgrown its utility and should be 
dispensed with. It is now full of abuses and has become a potent 
instrument of exploiting the cultivators. By fixing revenue in 
perpetuity without compiling land records, maps, surveys and data 
regarding productivity of land, the Permanent Settlement deprived 
the state of its legitimate share in the produce of the land. The 
state was prevented from sharing in the benefits of rises in land 
values, following an increase of population, development of com¬ 
munication, etc. The Land Revenue Commission of Bengal 
{ 1938-40) .estimated the annual loss in this generation accruing from 
the Permanent Settlement between Rs. 8 crores to Rs. 12 crores. 
In addition, the system did not take any account of the incomes 
♦ from mineral® and river fisheries and this entailed considerable 
loss of state revenue. The Zemindars ceased to tape active interest 
in improving agriculture and turned out to be parasites, leaving* 
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the collection of revenues in the hands of middlemen. The system 
in consequence led to sub-infeudation and fragmentation of pro¬ 
prietary interests in land* Ordinary peasants received no assistance 
from superior rights* The prosperity of Bengal's agriculture has* 
been due among others to fertility of soil, climate, monopoly of 
Jute, etc* The Permanent Setdemem might have helped Bengali 
prosperity ini dally, but it was definitely a handicap during the 
later stages of development. Despite theoretical arguments against 
modern temporary settlements, they have been found beneficial 
in the interests of national economy. They have been systematised 
and adequate provisions have been discretely devised to safeguard 
the legitimate interests of tenants. The Congress is already 
committed to the abolition of the Zemindari* systems and several 
provinces e.g. Bihar, Madras and United Provinces have started 
implementing the Congress pledge in practice. 

Bengal Land Revenue Commission (1938-40) j—The 

Government of Bengal appointed a Commission in November, 
1938, under the Chairmanship of Sir Francis Fioud to examine 
the land revenue system of Bengal^ and recommend improvements. 
The Commission reported in March, 1940. 

The majority of the Commission concluded that the Per¬ 
manent Settlement had outlived its usefulness. They recom¬ 
mended that the state should be the sole landlord and come into 
direct contact with cultivators by acquiring the righis of all classes 
of rent receivers. The Permanent and the Zemindari systems 
should be replaced by a Ryotwari system. In acquiring all classes 
of rights of rent-receivers, compensation should be paid at a fiat- 
rate of ten times the net profit of the proprietors and tenure- 
holders in cash if possible, or in bonds redeemable after 60 years. 
Mines and fishery rights should also be acquired. Pending 
acquisition, the Commission recommended the imposition of an 
"agricultural income tax to be used solely for the benefit of 
agriculture. 

The minority, six of whom signed minutes of dissent, held 
that state acquisition is likely to be a financially hazardous 
measure. It will disturb the existing economic set-up of BengaL 
Tenants are now, fully protected by tenancy laws and Bengal's 
agriculture is deficient not due to the Permanent Settlement* but 
owing to evils of sub-division and fragmentation of holdings, in- 
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creased pressure of population on land, absence of subsidiary 
occupations of the rural population, etc 

Although the abolition of the Zemindari system h m been 
accepted as the ultimate aim of the provincial Governments both 
in India and Pakistan they have rightly deferred the reform® due 
to financial stringencies. The Agricultural Income-tax has already 
been imposed in several provinces as a transitional measure. 

It may be recalled that the Permanent settlement was also 
extended to Benares and some parts of Madras. 

In Bengal, temporary settlements were made in places where 
Permanent Settlement was not effected by making settlement with 
middlemen, having taken the percentage of assets as high as 
70 per cent. These settlements were similar to those prevailing 
in Agra. 

Mahalwari Settlements' :—All Mahalwari settlements which 
are temporary are made with landlords or village communities 
under Regulation 7 of 1882 as amended by subsequent legislation. 

The basis of assessment in Mahalwari settlements is the 
actual rental value of the lands and revenue consists of a fraction 
of the assets of the estate annually received. These assets consist 
of total annual rents, calculated rental value of all landvS of the 
proprietors and of miscellaneous profits accruing from waste lands, 
grazing grounds, wild fruits etc. 

In Agra settlements are made collectively with village bodies, 
although one of the co-sharers is made liable for the paymenr of 
the land revenue, but all co-sharers are jointly and severally liable 
for the land revenue. In making settlement with village com¬ 
munities, the Agra Talukdars are disposed of by paying them 10 
per cent of the land revenue directly from the state treasury. 

In United Provinces, the Settlement Officer classifies villager 
according to soil characteristics and physical character. The rent 
for each class of soil is then determined, the cash rental of lands* 
forming his basis of calculations. In case there is no cash rental* 
he calculates his revenue by comparison with similar lands in 
the village. 

In Oudh the settlement is basically the same as in Agra, 
except that in Oudh it is generally made with individual Talukdars* 
for an estate, comprising several villages. 
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In East and West Punjab, although revenue is collected 
jointly from pint holders of village estates, the share of revenue 
due from each is distributed and can be recovered separately.. 
The share of the state has been fixed at one-fourth of the net 
assets and the period of settlement has been extended to 40 years 
nuder the Punjab Land Revenue Amendment Act of 1929. 

Although the basis of Maiguzari settlement of Central Pro¬ 
vinces is the same as hi Agra, the Mulguzars have been recognised 
in Central Provinces as proprietary landlords of villages, which 
are fundamentally ryotwari in character. In fixing land revenue 
with individual Mulguzars, the Settlement Officer therefore has 
not only to fix the revenue demand of the state to be realised from 
Mulguzars, but also to determine the rent payable by all classes 
of tenants to Mulguzars. The fixation of rents is done on the 
basis of “soil units” which are related to the productive capacities 
of the soils. 

The Ryotwari System in Madras:— The Ryotwari Settle¬ 
ment is made in Madras on the basis of an accurate village map, 
giving accurate surveys of land holdings and rights. The pro¬ 
ductivity of lands is assessed and land revenue is fixed at one-half 
of the net produce of the land. Various types of concessions are 
allowed according to transport, irrigation and other considerations. 

The Ryotwari System in Bombay After a period of 
trials and errors, Bombay evolved the Ryotwari System, which 
was well laid in 1796 under the initiative 'of Mr. Goldsmith and 
lieutenant Wingate. The position and status of the cultivator 
Rave been defined by the Bombay Land Revenue Code of 1879. 
The tenure thus created is known as ryotwari under which the 
proprietary cultivator holds his land direct from the Government* 
Full occupancy tenure is hereditary, transferable and alienable 
without the sanction of the Government. The occupancy is 
liable to forfeiture on default of payment of revenue. No taxa¬ 
tion is imposed on account of improvements effected upon land. 

In Bombay land surveys are made and survey numbers, 
once fixed, are unalterable and soils are classified according 
to physical characteristics, fertility, etc* Lands are divided 
Into several groups and expressed in fraction of a rupee, 16 annas 
representing the best class of soil. This kind of classification 
of Soils is made to utilise it as a basis for distribution of the 
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total revmue demand fixed for the area rather than **> base 
he assessment on the net produce as in Madras. Unde* he" 
Bombay Land Revenue Code (Amendment) Act of 193?, in Iking; 
the assessment* lands m a Taluka are divided into homogeneous 
groups on the basis of physical configuration, fertility, rental values, 
prices of agricultural products, transport, etc. The standard t&te$ 
are fixed for each group, which mean the normal assessment per 
acre on land in that class of 16 annas classification value. These 
standard rates are so determined that the assessment does not 
exceed 35 per cent of the average of die rental values of such 
lands for 5 years immediately preceding the settlement period. 
The rental value is formally adopted as the basis for fixing the 
maximum assessment. After fixing the revenue liability of the 
aggregate, the land revenue assessment of individual survey num¬ 
bers and subdivisions are afterwards made. If the maximum rate 
be Rs. 5 per acre for the 16-anna field, a sum of Rs. 2-8 would be 
assessed on a field classified as 8 annas. 

The Bombay system of land revenue assessment is empirical 
and die system has been made desirably elastic by empowering 
the provincial Government to vary die assessment in any year 
according to changes in prices of agricultural products, where the 
settlement is made specifically in reference to prevailing prices of 
agricultural commodities. Any increase in assessment following a 
revision is limited to 25 per cent on the total for a whole Taluka 
and a Group, and 50 per cent on that of a village and survey 
number or sub-division. 

The Revenue System m Assam There are Permanent 
Settlement landlords in some areas of Assam. There are also 
permanent cultivators with landholder’s tide, based on occupation 
of land for 10 years before the Regulation, on lease or grant of 
setdement for 10 years. Large areas of lands are also held on annu¬ 
ally renewed permit or patta, or at least on a lease which is for less 
than 10 years. Tea gardens are held on leases for long periods 
at low rates of assessment. After the expiry of the lease, die 
assessment cannot be higher than that payable on the most highly 
assessed lands in the district cultivated with ordinary agricultural 
crops. 

Lpndl Revenue t A Tax or Rent x—Whether the land 
revenue is a tax or a rent is a bone of contention* It m allied 
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^ with the controversy whether the state is the landlord or private 
♦owners are proprietors of land. Arguments can be produced on 
either side with equal soundness. It is useless to indulge in these 
controversies, because the practical application of the land revenue 
is really the important thing. 

- If private ownership of land is admitted, then the land 
revenue is clearly a tax. It has however been pointed out that 
the land revenue is more akin to rent than tax in practical 
application. 

In discussing the question whether the state is the landlord 
or the private owners are proprietors of land, it is dear that in 
^permanently settled areas prhate property in land is beyond 
'•dispute, while state ownership is an accomplished fact in case of 
Khasmahal lands and waste lands. The posirion remains con* 
troversial in regard ip Ryotwari areas. The cultivator holds the 
land subject to the payment of the land revenue. In these ryotwari 
areas, the stale has recognised full proprietary rights of cultivators 
or tenants subject to the payment of the land revenue Even in 
Zemindari areas it may be said that rights of landlords are 
recognised subject to the payment of the land revenue. On a very 
close scrutiny, it is found that neither the private owners are full 
proprietors nor is the state the supreme unqualified landlord. The 
.entire position for all practical purposes is restricted state and 
private ownership. As the state fully recognises private properties 
in land, the state regards the land as hypothecated to itself as 
security for the land revenue assessed on it. 

In view of the above fact that ownership of land is neither 
fulhfiedged state ownership nor private one, the land revenue in 
India is also peculiar. It is neither a tax nor a rent. It partakes 
of the characteristics of both a tax and of a rent, The Taxation 
Enquiry Committee held that the land Wvertue should be 
regarded as a tax but on the ground that it forms a deduction 
* fr<OT Ae national dividend. It has been argued that as the land 
revenue is fixed for a term of years, it is nearer a rent than a tax, 
but it should be pointed out that there is nothing to prevent the 
state from increasing the land revenue before a term of settlement 
expires. In addition rentals on private lands are not necessarily 
fixed for a long period. That the state allows concession in matters 
of waste and grazing lands does not detract from the land revenue 
the quality of a tax. Although provinces are now levying agri- 



LAND, LAND TENDRES AND IRRIGATION 


1 


Ill 


4* 


4 


H 


cultural income-tax, it does not necessarily confirm the land 
revenue as a rent 



Ricardian Theory in relation to the Land Revenue in 
India s— The Ricardian rent lepreseats a differential surplus 
between the produce of the superior land and that of the marginal 
land, which produces just enough to meet all expenses of pro¬ 
duction. In India there is no saenrific basis of calculating the 
so-called surplus, because elements like labour of the cultivator 
and of his family is not deducted from the gross value. The 
rental values which are the basis of assessment in Northern India 
are often higher than the true economic rent due to the fact that 
cultivators have no alternative occupation. There is no compe-^ 
tition as cultivators have got to stick to land. Land vents are apt 
to command a premium, because there is a traditional bias in 
favour of land investment. In addition, several uneconomic 
holdings pay a land revenue, although they do not produce any 
surplus. As the principles governing assessment vary from pro¬ 
vince to province, the economic rent in the Ricardian sense bears 
no certain relation to the assessment of the land revenue in India, 


The Land Revenue considered from Principles of 
Taxation That the land revenue is fixed for a perlbd of 
settlement satisfies the first canon of taxation, namely, certainty, 
although there is an element of uncertainty associated with the 
revision of assessment, as the basis of assessment is still vague and 
itminiform. 


Regarding the canon of convenience, the land revenue is 
payable in instalments according to the convenience of cultivators. 
Ueic again a certain amount of inconvenience has been inevitably 
created by basing settlements on averages of good and bad years 
and cultivators in consequence find k inconvenient to meet average 
demands during bad years. Cultivators by nature are not trained 
to provide bad years by savings during prosperity. The system of 
allowing rebates during bad years is usefully practised. If revision 
the end of a settlement period results in enhancement, cultivators 
are hard pressed. In order to alleviate such hardships, the practice 
of progressive and graduated imposition of large enhancemthjts 
is usually followed. 

In reference to the canon of economy, it should be observed 
<&at although charges of revenue establishment are high, the * 
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departments are also doing other works in addition to assessment 
' and collection of revenue. 

As regards the canon of ability to pay, it may be observed 
that the land revenue has been progressively reduced. The 
Taxation Enquiry Committee showed that the land revenue in¬ 
creased by 20 per cent from 1903 to 1924, while prices rose by 
Hi per cent. 

Owing to the fact that different principles and systems are 
pursued by diffeient provinces, it is rather difficult to assess the 
incidence of the land revenue. There arc even inter-district 
variations in the systems of land revenue. The burden of the 
land revenue is unevenly distributed throughout the country. 

'V 

Analysis of the Land Revenue System in India We 

have already seen that the principles ot assessment vary from’ 
province to piovince and even between district and district. In 
United Provinces, East and West Punjab and Central Provinces, 
the theoretical basis of assessment is the economic rent, in Madras 
the net produce and Bombay rental values modified by empirical 
considerations. 


Although rental values are more definite and accurate in 
determining annual profits than any other data, the success of 
such a system depends upon collection of rental statistics. Rental 
statistics should be used with gieat discretion, because more often 
than not rental values may be higher than economic rents. Tile 
Bardoli Committee of Bombay therefore recommended that 
attempts should be made to collect reliable sale and rental statistics 
and then these should be considered foi assessment purposes in 
reference to other factors like communications, market prices, 
crop experiments, economic conditions, etc. 


Whether the term of settlement should be made for a long 
period or short period depends upon practical expediency. It is 
true that a long period term of settlement is less vexatious and 
likely to give the cultivators sufficient time to prepare themselves- 
for enhancements during the next revision, the long term settle¬ 
ment is likely to prevent the state from participating in the 
enhanced values and unearned incomes, following general ism* 
pavements in the economic situation. A long-term settlement 

° f W-J » -nccT^Z. 
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The Taxation Enquiry Committee recomraendfed shat a 
uniform baas of annual value should be adopted in every 
province, Annual value means the gross produce less cost of 
production, including the value of the labour actually expended 
by the farmer and his family and the return for enterprise. In 
case of rents controlled by tenancy laws or customs or where rite 
rent is fixed by settlement officers, the Taxation Committee recom¬ 
mended that such rents should be adopted as the annual value. 
The Committee also recommended that the state’s share of 
revenue should not exceed 25 per cent of the annual value. 
Along with these measures, it is desirable that limits should also 
be imposed Upon sharp enhancement of assessment amt in this 
connection it may be mentioned that the Bombay Stand Revenue 
Assessment Committee recommended that the limit of enhance¬ 
ment should be a general all-round limit of 25 per cent. 

Certain legislative measures have been passed by provinces 
to reform their land revenue systems. As most of the areas in 
East and West Bengal, Bihar and Orissa are under Permanent 
Settlement, such legislation was not considered necessary in these 
provinces. Under tire Punjab Land Revenue Amendment Act of 
1929, the states’s share was fixed at one-fourth of the net assets 


and the period of settlement extended ro forty years. The’ 
Bombay Land Revenue Code (Amendment) Act was passed in 
1939, embodying the recommendations of the Bombay Land 
Revenue Assessment Committee appointed in June, 1924. The 
Act regulates the assessment in the province and limits settlement 
io a period not exceeding 30 years, unless the Government deems 
it inexpedient to revise any settlement. The Act regulates the 
rates of assessment and enhancement and exempts improvements 
effected by farmers from enhancement. Provision has beep made 
for the publication of the Settlement Report in each village. A 
Revenue Tribunal has been constituted by the Act of 1939, to> 
whom objections regarding settlements may be filed. Tfe* 
Government has also been empowered to adjust assessment* 
according to fluctuations in prices. 

The National Planning Committee of the Congress recom¬ 
mended the abolition of the Zemindari system and 
are now committed 
Government has 
The Hfedwts 
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Abolition Act The Governments of United Provinces, Bihar and 
Assam have also introduced the State Acquisition of Zamindaries 
Bill. It is true that the system of Zamindari has outlived its 
utility and throughout India a uniform system of land tenure 
should be gradually enforced by bringing all tenants under direct 
contact with the state. At the same rime it should be remembered 
that such a reform entails heavy expenditures, because the owners 
must be awarded due compensation. In view of strained pro* 
vinciai finances, it is desirable to halt this reform for the time 
being and provinces should go ahead with other urgent reforms 
of great social and economic values. 

Irrigation 

Imortance of Irrigation in India :—Agriculture being a 
staple occupation in this country irrigation as an aid to agri¬ 
culture is of supreme importance. Tracts like Rajputana and 
East and West Punjab are practically rainless. The rain water 
is again unevenly distributed in areas of the Deccan. Besides, 
owing to the necessity of producing winter crops, several areas in 
India require artificial water. Irrigation is the only source of 
assuring the supplies of regular and adequate water facilities. 

By helping agriculture, irrigation has definite economic 
values. It stabilises agriculture, prevents famines and adds to 
agricultural prosperity. 

Categories of Irrigation Works :—There are three broad 
classes of irrigation works, namely wells, tanks and canals. Canals 
are inundation, perennial and storage ones. 

Irrigation by wells including tube wells is of fundamental 
importance in India, where 25 per cent of the total irrigated area 
M under well irrigation. These are mostly private works, although 
governments encourage them by grant of takavi loans* The 
Agricultural Department encourages the utility of well irrigation 
by promoting subartesian bores and power-pumps. Co-operative 
well irrigation is also encouraged. 

Tank irrigation is quite popular in India and has largely 
developed In Madras. There should be renewed state initiative 
in recovering silted tanks and the Government of Madras has 
been taking active steps in this direction. 

Canal irrigation has been extensively encouraged in India by 
the Government. Canals are fed with waters from rivers or from 
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artificial storage. River-fed canals Jiave been built Uf> along the 
region served by the Himalayan rivers, which flow throughout the 
year, the snow on the mountains serving as an inexhaustible 
reservoir. They are also found in Madras. These canals are classi¬ 
fied into Inundation canals and Perennial canals. Inundation 
canals are drawn directly from the river without the use of any 
barrage. They do not receive water until the river is flooded and 
reaches a certain level. The supply of water in the canal in 
consequence fluctuates with the flood level in the river. Lands 
in Sind and East and West Punjab are largely fed by such canals, 
which receive water from the Indus and Sutlej. In order to remove 
such dependence on flood level, the Sukkur Barrage in Sind was 
constructed in 1932 by building a barrage across the Indus, by 
means of which it has now become feasible to maintain the water 
in the canals above it at a sufficiently high level to provide flow 
irrigation throughout the year. 

Perennial canals are built by erecting some form of barrage 
across a river which flows throughout the year and diverting its 
water through a canal to the country to be irrigated. They are 
thus free of the natural level of water in the river. These canals 
ate found in United Provinces and East and West Punjab. 

Storage works are built by constructing a dam across a valley 
to store the ram water during the monsoons. The water so held 
is later distributed to lands by means of canals drawn from rhe 
storage. These works are found in the Deccan, Central Provinces 
and Bundelkhand. 

It thus appears that most of the canal irrigation works went 
to Pakistan following the division of the country. Pakistan 
obtained about 28 per cent of the total irrigated area of un¬ 
divided India, although Pakistan’s share in cultivated area is 13 
per cent. The share of Eastern Pakistan in the total area under 
irrigation in Pakistan is about 15 per cent only as most of the 
irrigation area is concentrated in Western Pakistan. The following 
tables illustrate the position of irrigation in India and Pakistan:— 

TABLE I 

Area under Irrigation (In WO Acres) 

Indian Union : Pakistan , 

Provinces (1938-39)... 36,607 Provinces (1938-39)... 17,055 

States (1937-38) ... 9,072 Strifes (1937-38) w 1,69$ 
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'0;|'i ;Area Irrigated ’ry ; ^vernmekt Canals (In *000 Acres) v V 

VM^Un 'Vmon; • ':•' ' Pakistani 

^I^tt^inces <i#3S~39) £ ; ' 11,502 Provinces (l?38-3&)! 12,910 
( 10 - 38 $ 2,438 States (1937-38) ... 1,469“ 

•?'£•.' TABLE II - : 



TABLE III 

Areas Irrigated by Government Works in each Province 


/ Province 

Average area 
irrigated in 
triennium 

1936 39 

Acres 

Area 

irrigated in 
1944-45 
Acres 

■ / , . i 

Madras ... ... ... j 

7,396,100 

6,509,399 

t Bombay ... 

466,200 

639,386 

Bengal (East and West) 

171,800 

245,442' 

Ignited Provinces ... 

4,769,200 

5,371,992 

Punjab '{East and West) 

12,195,800 

14,045,199 

Bihar ’ ... - ... ... ...! 

679,500 

744,948 

C. P. {including Berar) 

319,100 

727,536 

K.-W. F. P. 

466,500 

534,735 

Orissa ... . .. 

366,400 

798.179 

•'Smk , 

4,692,900 

4,256,587 

Minor Administrations 

, , 

46.416 

Baluchistan 

104,700 

26,949 

, • :lprAL 

31,628,200 

34,?46,698 
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Province 

,s 

* 
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as 

.si 

|p 

*SB 

Mis 

isfgg 

lap 
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Acres 

Acres 

Sow A 

(lakh Its.) 

(lakh Rs.) 

Madras 

31,890,989 

6,461,450 

20-26 

2,052-2 

5,214*02 

Bombay 

28,625,161 

626,759 

2 19 

1,079-4 


Sind 

5,700,383 

4,511,110 1 

79* H 

2,648-8 

f . 

? 

I 

*4 

m 

& 

*-r 

u 

I 

28,060,000 

244,217 

8*87 

532-0 


United Provinces . f 

37,210,028 

5344,683 

14 36 ? 

M76 9 

7,807-39 

Punjab (East & West) 

28.533,453 

13,888,010 

48*67 

- 4,259-5 

11,663-69 

Bihar 

17,658,400 

780,104 

4*42 

356-1 

**• 

C P. and Bern 

24,988,891 1 

722,239 

2*90 

652-9 


Orissa 

6,296,451 

82b,277 

i 13 IS 

328-0 


N.-W. F. P, 

2,300,551 j 

52b,359 

22*97 j 

316-5 i 

,,, 

Assam 

6,928,173 



,, s 

*«« 

Baluchistan 


25,156 


146 5 

n*M 

Minor administrations 

804,852 

55,408 ! 

6*88 

29*6 

#*• 

Total 

218,997,334 

34,015,772 

15 53 

15,4784 



Classification of Government Irrigation Works s—Until 
1921, Government irrigation works were classified into (a) Pro¬ 
ductive, (b) Protective and { c ) Minor. 

Productive works were expected to yield within ten years of 
their completion a revenue sufficient to meet annual interest 
charges on their capital ouday, which was estimated at Rs. 114 
crores in 1938-39 and the area thus irrigated rose from 4'5 million 
acres in 1878-79 to about 24,709,120 acres in 1938-39. They are 
mostly found in Madras and Northern India. Figures refer to 
undivided India. 

Although financially not remunerative, protective works- were 
essentially constructed to prevent famines and the cost of such 
works is charged to the current revenues and is generally met 
out of grants on famine relief and insurance They nevertheless 
ensure economic stability of arid tracts like the Deccan* The 
capital outlay on these works came to Rs. 38-79 crores In 1938-89 
with a total irrigated area of 2,884,259 acres Figures refer to 
undivided India. , 
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Minor irrigation works are of various kinds and included 
mostly tanks. They are financed out of current revenues. 

^he above classification was dispensed with from 1921, 
because all works of public utility could be henceforward financed 
out of loans. Irrigation works were henceforth classified into 
{«) Productive and.(fi) Unproductive. In addition, there are some 
sheas which are irrigated by non-capital works. 

Progress of Irrigation in India :—The Irrigation Commis¬ 
sion <rf 1901 recommended the establishment of irrigation works- 
both productive and protective. Productive works were recom¬ 
mended for Punjab, Sind and Madras, while protective ones for 
Bombay and Deccan. 

Since the Reforms of 1919, irrigation became a provincial 
subject. The Central Government now' collaborates with the 
Provincial Governments in handling major irrigation projects. 

Irrigation made rapid strides after 1922. The Sutlej Valley 
Works in Punjab completed in 1932-33 at a cost of 33 31 crorcs 
are estimated to irrigate over 5 million acres. The large part of 
these works is now in Pakistan. The Sukkur (Lloyd) Barrage and 
Canals in Sind opened in 1932 at a cost of Rs. 24 crorcs are 
estimated to irrigate about million acres and are now located 
in Pakistan. The Cauvery Reservoir and Mettur Project in Madias 
inaugurated in 1934 are expected to cost 7 37 crores and irrigate 
over 3 million acres. The Mettur Project also provides for hydro- 
ideosic power. The Bhandardara Dam and the Lloyds Dam at 
Bhaigar were completed in 1925-26 in Bombay. The Sarda River 
Irrigation Scheme in United Provinces was put into service from 
1928 and this was estimated to irrigate over a million acre. The 
Emerson Barrage in Punjab and the Ganges Tube-well Scheme 
ift United Provinces were also completed. These are among the 
inajor irrigation projects completed during recent years 

The total capital outlay on productive works in India was 
estimated at about Rs. 103 crores in 1941-42 and the net revenue 
at over Rs< 10 - 66 crores, while the capital expenditure on un- 
productive works is over Rs. 38 79 crores. It may be observed that 
tire rates charged for water vary from province to province. 

tee State in relation to Irrigation {-—Although irrigation 
is now a provincial subject, the Centre generally takes a keen and 
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active interest in irrigational matters,. It initiates, and undertakes 
all major irrigation projects in collaboration with provinces. 

There are two central statutory bodies for the Indian 
Dominion. The Central Board of Irrigation with a Research 
Committee and a Bureau of Information and a Central Water¬ 
ways, Irrigation and Navigation Commission. The Board meets 
every year, when papers of a technical nature are read and dis¬ 
cussed, These papers are then published along with technical 
literature on specific questions in a monthly abstract and a 
quarterly journal. Of late the Board has broken new ground 
and has commenced to issue pamphlets for the layman explaining 
the Works which are being undertaken by the Dominion engineers 
from time to time. For purposes of research and experiment in 
irrigation and hydro-dynamics, the Central Board has a station 
<>r Khadakvasla near Poona, called the Indian Waterways Experi¬ 
ment Station. There is now a proposal to extend the range of 
activities of this station and rename it as the Central Waterways, 
Irrigation and Navigation Research Station, and shift- it to Delhi. 

Besides the Government of India, seven Provinces, namely 
West Punjab, East Punjab, United Provinces, Sind, West Bengal, 
and Madras, and two States namely Hyderabad and Mysore also 
maintain research stations. 

The Central Waterways, Irrigation and Navigation Com¬ 
mission was set up in 1945. Being a fact-finding, planning and 
co-ordinating body for India as a whole it has much wider func¬ 
tions than the Central Board of Irrigation, The Central 
commission prepares projects, initiates schemes for the training of 
Indian engineers in specialised fields such as waterways, navigation, 
irrigation, and finally advise the Government of India on disputes 
between Provinces or on the question of priority as between 
various projects of flood control, irrigation, navigation, etc The 
Commission, of course, maintains a full time technical and 
administrative staff to carry on its functions. 

Agriculture engaged special attention after India’s Inde¬ 
pendence. The country has been faced with a chronic food 
deficit and the Government have been concentrating all attention 
on food front The production in the country must be increased 
and in consequence it has become imperative to increase agri¬ 
cultural efficiency by developing both extensive and intensive' 



Among the major factors to improve agricultural 
't>wm&cwny, it is realised that irrigation ranks pre-eminent By 
laminating precarious dependence on monsoons, irrigation 
agriculture and also makes it feasible to bung under 
^ a huge area, remaining hitherto uncultivated due to 

,, scarcity of water supplies. 


1 Multi-Purpose River Valley Projects The National 
Government have accepted the necessity for the conservation and 
ttt&sito cm of the water resources of the country for purposes of 
, Hood control, irrigation, power generation, navigation and allied 
on a regional basis. Four of the large multi-purpose 
river Valley development projects in India, namely, the Tunga- 
Mitidra in Madras, the Bhakra Dam in East Punjab, the Damodar 
i Valley in Bihar and West Bengal, and the Hirakud Dam in 
Orissa, are now under actual construction; some other projects 
art ready for sanction and execution ; others still are in various 
stages of investigation and preparation; there are several areas of 
potential development, particularly in the States, to which it has 
not been possible so far to give even preliminary consideration. 
It is expected that these schemes when completed will be able to 
Irrigate 25 to 30 million acres and generate 4 to 5 million 
killowatts of electricity. 


The Damodar Valley Scheme s—The Damodar Valley 
Corporation Act has been passed, setting up an autonomous public 
corporation, which has been entrusted with the execution of the 
scheme. The Corporation was formally inaugurated in July, 1948. 

Though the Damodar is relatively a small river, the 
flood damages caused by it in the past have been exceptionally 
severe. Agriculture in the Lower Valley suffers from monsoon 
floods almost every year. The damages are particularly heavy 
1 in years of devastating floods which occur periodically. Such 
floods are a perpetual threat to the main arteries of rail and road 
communications. Because of the high fertility of agricultural 
land in Lower Valley and of the large amount of capital already 
invested in the area exposed to the flood hazard, rhe damages 
flkdiy to be caused by floods are proportionately far more serious 
dban almost in any other river valley in India. As a" flood 
insurance policy the justification of the Scheme is obvious, as it 
;W$1| insure high values representing the landed property and the 
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fixed capital assets, against flood contingencies at a cetopafatmiy 
low "premium”. 4 

) The regulated Damodar will make it possible to service at 
least nine lakh acres of fertile alluvial soil with perennial 
irrigation. About a fifth of this area is already under full or 
jpardal kharif irrigation. On the other hand, what are fellow 
waste lands now will be available for cultivation after the elimina- , 
<ion of floods and the provision of irrigation facilities. There » 
no reason why In the long run year-round cropping should not 
become the practice in this region. The long-term land-use 
programme Of the Corporation will include such measures as 
water control on land, erosion control, scientific crop rotation 
coupled with a drive for increasing the intensity of cropping, use 
of manures and fertilisers, farming, a gradual switch-over readjust¬ 
ments that may be necessary to raise agricultural income. Possi¬ 
bilities for fresh cultivation will greatly increase in consequence of 
the scheme. If the reservoirs, river channels, irrigation canals, 
and the numerous tanks and ponds are properly utilised for the 
purpose, the Valley will become a substantial source of fish supply 
which would go a long way to meet the requirements of the 
industrial areas in and around the Valley and of the large 
•Calcutta market. 

The combined hydro and thermal capacity under the 
Scheme will amount to about 400,000 KW. The abundance of 
coal will make it possible to step up power output us the load 
increases, by setting up additional thermal stations. The thermal 
plant at Bokaro with 200,000 KW capacity will be erected first. 
The Corporation proposes to take steps to facilitate the electri¬ 
fication of the railway system as far as possible so that large 
quantities of high-grade coal now consumed by the railway* may 
be released for the metallurgical industry. The electrification of 
the railways, say between Calcutta and Moghulsarai, will greatly 
relieve traffic congestion by cutting down the volume of coal 
•shipments and making possible faster and more frequent train 
movements. The eighty-mile-long navigable channel connecting 
the Damodar at Durgapur with the Hooghly about thirty miles 
above .Calcutta wiU be another important factor in cheapening 
transport and relieving traffic congestion in rhis vital areas. The 
Damodar power system will make it possible to proceed expedb * 
tkHisly with the electrification of the coal mates. The VaBey 


* 



..ii j wmm msmm to&katm 

4 k *'>1 - 

fyj/f] 1 4th deposits of coal* iron ores and other minerals and 
ire suitable for the starting of heavy industries and 
fmay be made of the Loco Building Works Projects at 
Fertiliser Factory at Sindhi, both of which are now 
in pl^fcss. The development of several electro-chemical industries 
m this area is now being jointly planned by the Governments of 
and West Bengal and the Corporation. In its industrial 
potentialities, the Damodar Valley possesses the same significance 
for India as the Ruhr Valley for Germany and the Monangehala 
Valley for the United States. 


With floods eliminated and abundant supply of water and 
power assured, one may safely reckon with the rapid development 
of many key industries in the Valley. The Damodar Valiev is the 
mineral storehouse of India. It accounts for almost three-fourths 
of India's coal deposits and no less than nine tenihs of her present 
coal raisings; the rich iron ores of India are concentrated in 
around this region ; some of world's best mica is produced in the 
Valley; substantial deposits of bauxite are also available in this 
region. In addition, there are deposits of a large number of 
Other minerals. According to a special study made by the 
geological Survey of India, there is scope for no less than 110 
industrial units of different types in the Valley because of its 
mineral wealth* ^ 

Other Selected Multi-Purpose Projects:—In West Bengal, 
the Mor Reservoir Project has already started. This project con¬ 
templates the construction of a dam on die river Moorakshy at 
Jdfes&enjone and a barrage near Suri in Biibhum district. The 
reservoir will have a capacity of 1 million acre feet and irrigate 
#n area of 600,000 acres of land. The scheme is estimated to cost 
oyer seven crores of rupees. 

^The Kosi project has been planned on the Kosi river in 
Nepal and North Bihar. This multi-purpose scheme envisages 
two barrages. The first dam is expected to irrigate about 
1 million acres in Nepal and generate 1*8 million kilowatts* The 
second dam is anticipated to irrigate about 2 million acres in 
Bihar. The entire scheme is to cost 85 to 95 crores of rupees. 
The survey work has started and when the project is complete, 
navigation will be possible from the Kosi reservoir to the Ganges 
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and this means that Nepal will be opened up and ships can pass 
from Calcutta right up to Nepal. k s. 

""The Mahanadi multi-purpose project in Orissa is designed 
to create three dams, c.g., Hirakud Dam, Tikarpara Dam and 
Naraj Dam, each with its own canal system and hydro-electric 
poWer installation and these three will be integrated later far 
the development of the valley as a whole. It is expected to* 
irrigate about 2<j million acres of land and die electric power 
will be utilised to exploit manganese, iron, coal and bauxite 
deposits. 

u " t rhe Narmada-Tapti project is planned in Central Provinces, 
and Bombay and is expected to irrigate about 1 million acres in 
Central Provinces and 110,000 acres in Bombay, and to generate 
1 million kilowatts. 

* The Rajnapadsagar project is proposed on the river Godavari 
in Madras. It is expected to irrigate about 2*3 million acres and 
generate about 100,000 kilowatts. 

w-’The Tungabhadra Dam has been planned by the Govern¬ 
ments of Madras and Hyderabad. It is anticipated to irrigate 
about 300,000 acres and generate considerable electric power. 

Punjab lias been the classic home of irrigation projects of the 
modern type. The capital expenditure of the Punjab (East and 
West) on the major canals ha.< been in the neighbourhood of 
40 crorcs and the annual gross revenue has been estimated at 
about 6 crorcs. With the formal opening of the Thai Canal in 
January 1947, it may be said that Punjab at any rate has reached 
a point when the water resources of its rivers have been utilised 
almost to the full. Development from now on must be along 
the difficult and expensive path of storage and pumping of sub¬ 
soil water by means of tube wells. 

The Thai barrage which is situated at Daudkhel 3 miles 
from Kalabhag on the Indus in West Punjab will irrigate an area 
of 350,000 acres in die districts of Mianwali and Shahpur and! 
produce 750,000 tons of food grain. With the opening of the Thai 
project the last available block of waste land in West Punjab* 
has been brought into cultivation. The canals have been lined 
with concrete and the whole*project has cost 2 crores of rupees. 

About 1860 tube-wells are going to be constructed for the 
water-logged parts of the Jhelum canal area. The power far the 
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’■Operation of these wells will come from hydro-electric stations to 
> he installed at Rasul by getting water drop from the upper to the 
lower Jhehun canal. 

A scheme which is under investigation by the East Punjab 
Government is the Bhakra multi-purpose project. The project 
is estimated to cost 42 crores of rupees. The Government of 
Patiala State which can be linked up with East Punjab has also 
an irrigation project in view called the Bochi Project estimated to 
cost 5 crores. 

In Sind which is well sen ed by irrigation works two more 
dams are expected to be built, one in Upper Sind and the other 
in Lower Sind. The Upper Sind barrage will be located at Gudu 
90 miles above Sukkur. The total cultivable area to be irrigated 
Will be about 2,323,600 acres and the estimated cost is about 
12 crores. The Lower Sind barrage will be located at Hajipur. 
The rotal cultivable area to be irrigated is about 2,569,400 acres 
and the estimated cost will be 12 crores. 

Tube-Well Irrigation .—The Government of India has 
evolved an ambitious programme of tube-well irrigation The 
total cost under the tube-well construction scheme comes to 
Rs. 68*95 crores of which Rs. 2308 crores will be required in 
dollais, Rs. 11 92 crores in sterling and 33*95 crores for expenditure 
inside India. 

Sample experiments conducted in East Punjab, United 
Provinces and Bihar have indicated sub-soil water, which can be 
tttilised foi irrigation. Although in some of these areas there 
are canals a large portion of the territory will have to depend 
-on sub-soil reservoir if any intensive cultivation programme is to 
Be undertaken. These provinces propose to construct 4,565 tube* 
wells during the next three years beginning 1949-50 and the 
necessary help by way of equipment, technical staff and finance 
has to he arranged by the Government of India, so that at least 
1,000 tube-wells could be constructed every year for the next two 
«or three years. In other provinces, the existence of ground water 
in adequate quantities and at economic depths has yet to be 
proved for which extensive exploratory borings will be needed 
before large tube-well schemes could* be formulated. Practically, 
nil the tube-wells in use for irrigation purpose in upper TWh> 
twere constructed by the old hand-boring methods. These 
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t taking sometimes several months to complete 
well.' Tlusj', ate' also ineffiteiive in hard -day .and 'to ck '>';'. ', : 
' for: deepboring, To ejcpedite the construction '.', 

considered essential to introduce in India the use of up-to-date 
mechanical boring apparatus such,as is used,.in'die' ifnited’State#',"' ■ 
and other advanced countries. '• ’ •. v ■; ■ - ,, \ ., y ' '' 


, Pakistan s~-The ; Pakistan Development, Board proposes : t&>i ; ;' 
spend, about ; Rs. 14 crores on 'irrigation,' width’ is . esrimatad to " 
bring under cultivation an additional acreage of 5 miilidns, ' 

. /The Pakistan Government also proposes to develop Lower 
Sind Barrage project and to introduce collective farming in that 
area. It also proposes to undertake the development of rhe Thai ’■ 
project of West Punjab. ; • ’ 






CHAPTER X 

RURAL INDEBTEDNESS 

* * 

Tb« volume of Rural Indebtedness in India r—The volume 
iof rural Indebtedness has been estimated by various authorities 
at different periods. Sir Edward Maclagan calculated it at about 
Rs. 300 crores, while M. L. Darling put the same around Rs% 600 
Stores for British India in 1924, The Provincial Banking Enquiry 
•Committee estimated the extent of rural indebtedness at over 
Rs. J200 crores. After die division of India it follows that the 
total debt of about Rs. 900 ciores came to India, tearing the 
balance of Rs, 300 crores to Pakistan, Without claiming accuracy 
of the actual figures of debt, it may be safely conceded that the 
volume is exceptionally high and is a nightmare in Indian 
agriculture. It is one of the fundamental causes of rural and 
agricultural backwardness in India. Besides, a huge part of the 
debt is unproductive. 

Causes of Rural Indebtedness 5 —Although rural indebted¬ 
ness is due to a multiplicity of factors, the following are among 
the principal causes. The excessive pressure of population on 
land, giving rise to excessive sub-division and fragmentation of 
holdings, the decline of the mral cottage industries depriving 
Cultivators of a subsidiary occupation and poor and deficient 
physical health of cultivators. The higher cattle mortality drives 
the peasants to the doors of money-lenders. The insecurity of 
harvests following precarious dependence on monsoons is also an 
important contributory cause. As cultivators having less than 
subsistence income can ill afford to provide for a depreciation 
fund, they take recourse to a loan to re-equip their capital equip¬ 
ment. Excessive love of litigation involves the Indian peasants 
in unnecessary expenditures. Though the cultivator is inherently 
frugal in habits, he is perforce made to spend extravagantly on 
social and religious ceremonies like marriages, sradhs, etc., due to 
his ignorance, prejudices and tradition, lire burden of ancestral 
debt is often heavy and this is enhanced by the fact that a 
cultivator honours ancestral debt by tradition, irrespective of any 
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legal validity. The value of land has risen in recent vears ©whig 
to a fundamental change in India’s economy, following improved 
transport system, higher prices of agricultural commodities, etc., 
and this has enabled the cultivators to raise further loans oh the 
security of land. 

The indigenous money-lenders are particularly the only 
source of credit in rural India. Inspire of co-operative credit 
societies, land mortgage hanks and other kindred credit agencies, 
the money-lenders are as yet the most important fountain of 
agricultural credit. Unfortunately, however, they have abused 
their position of privilege. By charging an usurious rate of interest 
combined with the system of compound interest they bleed the 
cultivators white. In addition, they extract illegal money through 
false accounts and other malpractices. However a devil he may 
be, a money-lender fulfils a useful role in rural credit by supplying 
ready money and the real solution therefore lies in rectification 
of the money-lender and not in his elimination. It is alleged that 
the land revenue with its usual rigidity of collection has also 
conuibuted to the rural indebtedness. As the land revenue forms 
an infinitesimal parr of the total debt, it should be regarded aft a 
rninoi cause and the recent reforms of the land revenue have 
gone far towards meeting the grievances of the cultivators. 

The State in Relation to Rural Indebtedness j—in v tew of 

the seriousness of the problem of rural indebtedness, the govern¬ 
ment has taken measures from time to time to combat this evil 
In legislating against abuses of money-lending, all Governments 
have been confronted with the delicate task of introducing reforms 
without impairing the existence of money-lenders, who constitute 
the only source of rural credit. 

Changes have been made in the Code of Civil Procedure to 
safeguard the agriculturists against court decrees, e.g., agricultural 
tools, implements, cattle, household materials have been exempted 
from attachment or sale. The agriculturist debtor is exempt 
from arrest for a court decree and is allowed convergent instal¬ 
ments to repay loans. The Contract Act was modified by the 
1899 Act to protect the agriculturist debtor by extending the scope 
■of the term "made influence” ro cover all cases in which any unfair 
advantage is taken by the money-lender. Thtf Usurious Loans 
Act as amended in 1918 seeks to determine the legal and maximum 
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\ f $m&mi of interest recoverable, reduce die rate of interest charge* 
l able and fiat a maximum rate of interest. This Act was amended 
Jvl© 1926 to include cases in which either party to a mortgage seeks 
v ’'#dB«fc East and West Bengal, Assam, Central Provinces, East 

West Punjab, United Provinces, Madras, Bihar and North- 
West Frontier Province amended this Act, making it obligatory* 
* upon a Court to re-open the account and reduce the rate of 
interest as prescribed in the amending Acts. The money-lender 
is m register himself and take a license in Central Provinces, Bihar 
and East and West Punjab. The Bengal Money Lenders' Act of 
1939 and the U, P. Money Lenders* Act of 1939 made similar 
** provisions, which are also found in Orissa legislative enactments- 
The Deccan Agriculturists’ Relief Act of 1879 was replaced by 
the Bombay Debtors' Relief Act (Amendment) in 1941 providing 
for the establishment of a Debt Adjustment Board for anv area 
in the province. 

Nearly all provinces have now legislative enactments providing 
for compulsory keeping of books of accounts by money-lenders, 
who must submit to debtors periodical statements, disclosing out- 
! standing debts and ill repayments made by debtors 

Almost all provinces have now passed legislation prescribing 
this maximum rate of interest chargeable on secured and 
unsecured loans. The United Provinces Government vary the 
maximum rate from time to time. Nearly all provinces also 
follow the practice that in no case can the interest charged exceed 
tit# total value of the loan. 4 The various provincial enactments 
W regulate money-lending aim at preventing molestation and 
intimidation of debtors. 

In analysing the effects of thewse money-lending enactments, 
ft fa generally found that the supply of rural credit tends to com- 
ffact in areas, where these legislative enactments are rigidly 
enforced. Care should be paid to see that credit does not dry up 
to the detriment of the cultivating class. 

Debt -Conciliation Measures;— Almost all provinces have 
) been vigorously pursuing the programme of debt conciliation on 
i * voluntary basis by passing Debt Conciliation Acts, constituting 
, Conciliation Boards, eg., Debt Conciliation Act of Central 

* Provinces and Berar (1933), Punjab Relief of Indebtedness* Act 
, Bengal Agricultural Debtors Act (1933), Assam Debt 
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Conciliation Act (1935), Madras Debt Conciliation Act (1936) and 
Sind Debt Conciliation Act (1939). These Acts aim at scaling 
'down the debts by mutual agreement between the debtor and the 
creditor through the mechanism of Debt Conciliation Board, 
composed of officials, non-officials, representatives of creditors and 
debtors, Any agreement so reached is registered under the Indian 
Registration Act and has the force of a court decree. The «*% 
Ciliated amount is repayable in instalments and no further interest 
accrues after settlement. Generally the rule of Damdupat is 
followed, that is, interest charged should not exceed the loan 
amount. The Bengal Act also provides for compulsion where 
conciliation fails and also for a simple insolvency procedure. 

Debt Conciliation Boards in Central Provinces and Berar 
scaled down debts of over Rs. 9 Crores by about 50 per cent at 
the end of 1938. In Bengal debts to the tune of Rs, 5 Crores 
were scaled down by 1939. Satisfactory progress was also registered 
in Assam and Punjab. 

Although the conciliated amount is payable in instalments 
spread over usually from 15 to 20 years, cultivators often default 
and it has therefore been urged that the movement for concilia¬ 
tion will gain momentum if arrangements could be made to pay 
the conciliated amount through Land Mortgage Banks. The 
Government of Central Provinces and Berar in consequence started 
Land Mortgage Banks, which number over 21. Madras made 
gieat strides by developing more than all such Land Mortgage 
Banks. 

It was later felt that in order to expedite,die above reforms, 
it is necessary to provide for compulsory scaling* down of debts 
and necessary legislation was accordingly adopted in Madras, 
Central Provinces, United Provinces and Bombay, The Madras 
Agriculturists’ Relief Act of 1938 provides for compulsory scaling 
down of liabilities. It also stipulates that after the Act the rate 
of interest on all debts cannot exceed 6$ per cent, which is alter¬ 
able by the Provincial Government from time to time. Madras 
has scaled down debts to the extent of over Rs. 6 crores by about 
48 per cent within the year 1941. The Central Provinces and 
Berar Relief of Indebtedness Act of 1939 substitutes compulsory 
methods of scaling down debts in tire old Act of 1933 by instituting 
Debt Relief Courts instead of Conciliation Boards unlike in 
Madras, which retains the machinery of Debt Conciliation Boards. 
9 
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The late of interest on loans has been fixed at 4| per cent com¬ 
pound interest with yearly rests or 6 per cent simple interest on 
secured loans and 9 per cent on unsecured loans- The Act legalises 
the transfer of land in lieu of debt. The Bombay Agricultural 
Debtors’ Relief Act of 1939 provides for compulsory scaling down 
of debts through Debt Adjustment Boards. The scaled down 
^aount is repayable in instalments not exceeding 25 in number. 
If the creditor agrees to a reduction equivalent to 50 per cent of 
the assets of the debtor, the creditor may be paid the scaled down 
amount in bonds to be issued by the Provincial Land Mortgage 
Bank* The United Provinces Agricultural Debt Redemption Act 
of 1939 also made provision for the compulsory reduction of debts. 

In order to prevent the passing of agricultural lands into the 
hands of non-cultivators, provinces have made several provisions 
in their various legislative enactments, restricting the right of 
transferring agricultural lands to non-agriculturists. The Punjab 
Land Alienation Act of 1901 is an outstanding piece of legislation 
in this direction. It provides that non-agricultural classes are not 
allowed to buy land from a member of an agricultural tribe nor 
take it in mortgage exceeding 20 years. This Act failed to stop 
the process of concentrating lands into the hands of an agriculturist 
money-lender. In 1938, two amendments were therefore passed, 
making all Benami transactions illegal and included the agricul¬ 
turist money-lender in the same category as other money-lenders. 
The Punjab Restitution of Mortgages Lands Act of 1938 enables 
a mortgagor to present a petition to the Collector praying for the 
restitution of possession of the land mortgaged period to 8th June, 
1901 under certain conditions, Other provinces have also by law 
restricted usufrucmry mortgages to a reasonable period. The 
United Provinces have given facilities to redeem certain old 
mortgages. 

State Provision of Agricultural Credit:— In order to pro¬ 
vide agriculturists with credit, the Takkavi Acts were passed in 
1871, 1876 and 1879. Takkavi loans granted to cultivators only 
for specific purposes were never popular. These loans have been 
rather inconvenient from the standpoint of cultivators, owing to 
official red-tapism, rigidity of collection and inelasticity. 

The Land Improvements Loans Act of 1883 was passed for the 
purpose of extending long-term loans, aimed at effecting land 
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improvements, irrigation, etc The Agriculturists’ Loans Act of 
1884 provided for short-term agricultural loans to meet expenses 
on account of purchases of seed, cattle, manure, etc As these loans 
were not given for the redemption of old debts and consolidation 
of holdings, the Madras and United Provinces Governments made 
provisions for loans for such purposes in their Amending Acts. 

In spite of all these financial aids, it has been found that the 
state provision of agricultural credit falls far short of requirements. 
It has been discovered that the problem of rural credit is of 
supreme importance for the rehabilitation of Indian agriculture. 
The scaling down of debts is only one blade of the solution and 
the revival of agricultural prosperity will be a reality if provision 
is made for the supply of necessary agricultural credit on reasonable 
rums and conditions. It is now agreed almost unanimously that 
the problem of rural credit in India can be tackled effectively 
through the mechanism of the co-operative movement 
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CHAPTER XI 


THE TECHNIQUE OF INDIAN AGRICULTURE 

^ Agricultural Labour The cultivator and the labour which 
is'hired and engaged in agriculture in India have been found to 
be deficient. In order to improve the agricultural economy, the 
efficiency of labour must be stepped up. 

* Amongst several schemes of reform to revitalise the agrh 
cultural labour, a comprehensive scheme of rural education is 
Urgently called for. The defects of the modern system of 
education were clearly pointed out by Messrs. Abbott and Wood 
in 1937, the Zakir Hussain Committee appointed by the Wardha 
Education Conference of 1937 and the Committee on Vocational 
Training appointed by the Government of Bombay in 1938, The 
Zakir Hussain Committee endorsed Mahatma Gandhi's idea that 
education should be given through the medium of some craft or 
productive work, which should provide the nucleus of all other 
instructions provided in schools. This type of practical education 
would be admirably suited to rural areas. 

In order to relieve the rural masses of illiteracy, prejudices and 
spendthrift habits, it is necessary to evolve a compulsory and 
comprehensive scheme of rural education consisting of primary 
and secondaiy stages. The system of rural education should be 
supplemented by an intensive programme of rural reconstruction. 
Propagandas ought to be conducted in rural areas to educate the 
masses by means of radio, cinema and kindred media. 

It is gratifying to observe that the National Government of 
India proposes to launch in a comprehensive scheme of primary 
education in the near future. This will supplement the various 
provincial schemes of primary education, designed for the uplift 
of the rural masses. 

Physical Drawbacks of Rural Population :—The health 
of the rural masses is fax from satisfactory due to the prevalence* 
of manifold preventible diseases, like malaria, plague, cholera, 
®m&U pox, dysentery, kalazar, hookworm, leprosy, tuberculosis etc. 
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In order ti> mitigate .“the ravages of diseases, an intensive 
«-»mpaign of public health and hygiene should be started through' 
out the countryside. Baby weeks. Red Cross and Health .centres v 
can aiso be extremely useful in this regard. The absence of 
medical facilities in the tallages is an outstanding feature and this 
should be met by Starting, co-operative dispensaries, state hospitals 
and encouraging the growth of Ayurvedic medicines in the rural 
areas. ' " 

In the countryside, housing is also a great problem. Rural 
slums are as great evils as urban ones and should be removed by 
building suitable houses through co-operative societies. 

According to the recommendations of the Bhore Committee, 
the Government of India has initiated a scheme of Rublic Health 
by opening Health Centres in several parts of the country. 

Methods of Cultivation s— Although the average holding in 
India is comparatively small, the Indian cultivator practises 
extensive cultivation and the yield per acre in consequence is poor. 

It is stated that Japan maintains a population of fifty-six millions 
on a cultivated area of seventeen millions, that is one-third of an 
acre per head against India’s five-sixths of an acre. China also 
practises intensive cultivation. The Indian cultivator follows no 
scientific method of rotation of crops nor does he exercise dis¬ 
cretion in selecting seeds. Recendy, the provincial Governments 
have been making endeavours to assist cultivators by the provision 
of good seeds. Indian cultivators should be taught H» introduce 
intensive gardening as in Japan and China, 

Manures:—The Indian cultivator mostly uses cowdungs as 
manures and a good portion of this farmyard manure is wasted 
as fueL Broadly speaking, it may be said that there is very little 
use of manures and fertilizers in Indian agriculture. This is due 
to the ignorance of the cultivators, who are also handicapped by 
lack of financial resources. 

The Imperial Council of Agricultural Research constituted a 
Standing Fertilizers Committee in 1931 to investigate into the 
problems of manures and fertilizers and to conduct research on 
fertilisers. Ammonium sulpham, bonenteal, fish manures and 
oil-cakes arc gradually becoming popular. Imports of artificial 
manures in India rose from 21,590 tons in 1925-26 to 108,000 tons 
in 1939-40. t 



434 MMAM aki> mm&tAm ecoxwics t 

Ils the present supply of fertilized in India is very low, the 
4 , Government of India has decided to meet this problem in right 
^earnest. It is estimated that the total requirements of sulphate 
of ammonia for the next four years would be 1,523,200 tons 
’ beginning from 1948-49. This will cost Rs. 71*57 crores of which 
R& 15*22 crores will be required in dollars and Rs. 30 46 crores 
in sterling and the balance of Rs. 25*89 crores for expenditure 
inride India. This forms a part of the Government of India's 
Rs. 282 crores Scheme to increase food production. The Govern* 
ment of India has already established a pool from which fertilizers 
allocated by the International Emergency Food Council or 
produced locally are distributed to provinces according to their 
requirements. 

The Government of India has also started a fertilizer factory 
at Sindri and this is expected to produce over a lakh tons of 
fertilizer a month, when the factory goes into full production. 

Implements :—Broadly speaking, the Indian cultivator uses 
his old type of simple implements which are cheap and within 
the capacity of draught oxen. Improved implements axe essential 
for increasing the productivity of Indian agriculture. Although 
iron ploughs, sugar-cane crushers and tractors are being used in 
some areas, they have been introduced only piecemeal. It is true 
that small holdings are an impediment to the introduction of 
Scientific agriculture with modern mechanical derices, ne\ ertheless 
attempts should be made to prepare the ground by consolidation 
of holdings preferably through the co-operative system. Attention 
should be paid to introduce co-operative and joint farming through 
modern machineries. 

In order to mechanise Indian agriculture, the Central Tractor 
Organisation of the Ministry of Agriculture have startbd the pro¬ 
gramme of loaning tractors to provincial governments. Provinces 
have also been endeavouring to introduce tractors. The Bombay 
Government has popularised mechanical ploughing by tractors by 
charging Rs. 22 per acre or about four times bullock ploughing. 
The Government of India has also proposed to take a dollar loan 
from the International Monetary Fund to purchase bull-dozers, 
tractors and other large-scale farming equipment and fertilizers 
from the hard currency areas. In addition, the Government of 
India has been actively encouraging the production of agricultural' 
machineries inside the country. 
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liv esto ck t—Gattle arerjbe principal livestock of Indian culti¬ 
vators. Cattle supply the motive power for ploughing, lift 
irrigation, carring etc. They are the only source of milk supply, 
ghee, butter, etc. Although India possesses a large number of 
cattle, they are so ill-fed and poor that there is a serious deficiency 
of cattle power. It is said that India has about 67 cattle per 100 
cultivated acres, compared with 38 and 25 in Egypt. 

The cartle in India are overworked and ill-fed owing to 
paucity of fodder supply. The cattle generally graze in the open 
fields and pastures and there is practically no organised attempt 
to grow and stock fodder. In order to assure fodder supplies in 
India, it it necessary to develop the cultivation of fodder on 
modern scientific lines. 

Until recently cattle breeding grew up in a haphazard 
manner with serious deterioration in quality of cattle. The 
Central and Provincial Governments have now taken up this 
problem of cattle breeding in India in their own cattle farms. 
Breeding work is being done in order to improve the milk yield 
of cattle by selective breeding and crossing indigenous breeds with 
sires of European pedigree. The Veterinary Department has been 
practising the elimination of bulls by compulsory castration in 
order to improve the quality of cattle. Co-operative breeding 
societies have been started in some areas. Scientific cattle breeding 
received attention from 1937. 

There is annually a heavy loss of cattle due to diseases. 
Although the Veterinary Department is gradually extending its 
services, the veterinary aid in India is very insufficient and should 
be more vigorously developed. The Muktesar Institute is con¬ 
ducting veterinary research work. 

The following tables illustrate the distribution of cattle 
between India and Pakistan. 

Table I 

Cattle (In lakhs) 

Pakistan: 

M37 Oxen ... ... 226 

413 Buffaloes ... ... 52 

\ 


Indian Union: 
Oxen 

Buffaloes ... 
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Goats and Sheep (In lakhs) 


Indian Union: 


Pakistan: 

* 

' Goats 

529-3 

Goats 

90-2 

Sheep 

441-0 

Sheep 

679 


Table 11 


Production 

of Hides (In lakhs pieces) 


Indian Union; 


Pakistan: 


4 Kips (cow, bullock. 


Kips (cow, bullock, 


bull hides and calf 


bull hides and calf 


skim) 

165-6 

skins) * . 

34-5 

Buffalo hides 

51-0 

Sheep skins 

1 

149-5 


Production of Skins (In lakhs pieces) 

Indian Union : Pakistan : 

Goat skins . 228-5 Goat skins 46‘4 

Sheep skins .. 149 5 Sheep skins . . 213 

The following statistics of exports of hides and skins are 
given:— 


Raw Hides and Skins — 

1945-46 1946-47 1947-48 

Quantity (in Tons) 12,939 25,301 23,272 

Value (in Rs.) . 5,00,31,115 8,49,35,052 7,47,48,078 

Tanned or Dressed Hides and Skins — 

1945-46 1946-47 1947-48 

Quantity (in Tons) 10,568 24,511 19,014 


Value (in Rs.) 6,34,87,718 17,97,06,585 13,74,57,609 

Marketing of Agricultural Produce in India It is well 
known that the Indian cultivator is very much handicapped in 
marketing his products and in consequence he generally does not 
receive a fair price for his goods. There intervenes a large body 
of middlemen between the primary producer and the final 
consumer and, in’ practice a major part of the price paid by 
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following diagram submitted to the Royal Commmim m Agri- 
culture by the Indian Central Cotton Committee illuatmes clearly 
the fact of the existence of middlemen in agricultural m$$m* 


Village dealer 
Market 

(through broker) 

Middleman 
(one or mote) 
(ginning here) 

Commission agent 
(one or mote) 

Exporter or mill 
buyer or merchant 


Grower 


t * 
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Exporter or mill 
buyer or 
merchant's agent 
(ginning here) 


i ! 

Exponer or mill 
buyer or merchant 



toiler 


Travelling buyer 

Middleman 
(one or more) 
(ginning here) 


Commission agent 


Exporter or mill 
buyer oi merchant 


Being a person with meagre resources, the Indian cultivator 
is no match against the resourceful distributors and consumed of 
his products. In addition, he is handicapped by lack of knowledge 
and combination among his associates, absence of proper weights, 
measures and regulated markets and practices of unauthorised 
deductions from regular weights. There is no storage facility not 
any system of market information. The lack of standardisation, 
sample and packing goes against the cultivators. 

Normally a cultivator sells his produce to a middleman in 
advance of his crop and is very often compelled to sell his produce 
when everyone else is selling, because he is hard pressed for funds. 
He frequently hypothecates his produce to the% money-lender, 
who contracts to buy at a very low price. 

Co-operative Sale Societies s —It has been urged and with 
cogent reasons that the organisation of co-operative sale societies 
is the most suitable weapon to eliminate the middlemen and if 
these are supplemented by consumers’ co-operatives both the 
cultivators and consumers are assured of a square deal. 

Although co-operative marketing has been introduced in 
India, it has only touched the fringe of the problem. Co-operative 
cotton «alc societies have been started in Bombay. General 
Provinces, Madras and East and West Punjab. Ih Bombay, they 
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have made considerable headway and have succeeded in im¬ 
proving the quality of cotton grown and securing a better price 
for cultivators. In 1939-40 there were 36 cotton sale societies in 
Bombay. These societies in practical working felt the difficulties 
of proper technical personnel, storage arrangements, correct 
market intelligence, financing, etc. The principle of co-operative 
marketing has been extended to other agricultural products like 
gur, tobacco, paddy, potatoes, etc. The experiment of co-operative 
sale of paddy and jute in East and West Bengal did not succeed. 
In Madras, the system has made a limited progress. United 
Provinces have successfully organised co-operative marketing of 
sugar-cane, ghee, potatoes, cereals and fruits. Bihar has been 
fast developing co-operatives in the marketing of sugar-cane. It 
is gratifying to observe that the movement of co-operative 
marketing is gaining momentum fender auspices of the Central 
and Provincial marketing organisations. 

Other Improvements in Marketing of Agricultural 
Products :—The Cotton Transport Act of 1923 (applicable to 
Bombay, Madras, Baroda, Rajpipla and Indore) enables the 
Provincial Government to notify definite areas of cotton for 
protection and to prevent the importation of cotton from outside 
except under a license. This is intended to prevent adulteration. 
The Cotton Ginning and Pressing Factories Act of 1925 empowers 
the provincial Governnment to control ginning and pressing 
factories and enforce marking of all bales of cotton pressed with 
4 press-mark. The Bombay Agricultural Produce Markets Act 
also aims at regulating samples of agricultural products. Bombay, 
Madras, Hyderabad, Central Provinces, East and West Punjab 
and Mysore have passed legislation providing for regulated markets, 
Which safeguard cultivators against undue deductions, false 
weights, low quotations, etc. 

The Agricultural Marketing Organisation in India t—The 

Royal Commission on Indian Agriculture stressed the necessity of 
improving marketing conditions as an effective means, of enhancing 
rural and agricultural prosperity. The Commission emphasised 
the undertaking of marketing surveys under suitable technical 
personnel The Centre and Provinces were urged to appoint 
Marketing officers for the purpose. Accordingly the Government 
of India appointed a Marketing Adviser to the Imperial Council 
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of Agricultural Research in 1934. The Central Marketing Adviser 
now acts through various marketing officers acting under him. 
Provinces have also appointed their own marketing officers under 
a Chief Marketing Officer. 

The central marketing staff .works in collaboration with 
provincial marketing staffs to conduct investigation, development 
work and grade standards. The investigation work includes 
marketing surveys with a view to give an over-all picture of 
an agricultural product in reference to inter-provincial, inter-State 
and foreign trade and indicate future line of progress. The 
development works are aimed at bringing a closer liaison among 
the producer, trade and consumer. The marketing organisation 
also aims at popularising the standard grades, containers, etc* 

The Agricultural Produce (Grading and Marketing) Act was 
passed ih 1937, which provided for defining standards of quality 
and specifying grade designation marks. The Act empowers the 
Agricultural Marketing Adviser to issue certificates of authorisation 
to suitable persons who are prepared to grade and mark their 
produce and the Central marketing staff has initiated the grading 
and marking of different commodities at various centres throughout 
the country. The success of this grading system is illustrated by 
the fact that the sale of commodities under the Agrnark is 
showing progressive increase. 

In order to improve the marketing intelligence service, 
arrangements have been made to broadcast prices, stocks, move¬ 
ments of goods, etc. from the All-India Radio. 

The recent Conference of Marketing Officers made the 
following important recommendations to the Government of 
India to protect the interests of farmers and facilitate trading. 

Pending recommendations of the Indian Standards Institution 
concerning die geiflbral reorientation of the Government policy on 
weights and measures, provincial and State Governments should: 
(1) Undertake necessary legislation, if it does not already exist, 
for enforcing standard weights and measures; (2) create the 
necessary machinery to enforce standard weights and measures ill 
all parts of the province or State within as short a period as possible 
not exceeding five years; (3) restrict the use of capacity and volume 
measures for trading only in liquids and semi-liquids; (4) permit 
the use of only the Indian system of weights Le. standard maund, 
sea:, chattak etc., for trading in internal markets and to restrict 
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*to use of avoirdupois weights for trading in port towns only to 
cwmodities entering the export trade; (5) lay down that all prices 
atoll be quoted on the basis of prescribed units of weights or 
measures; and (6) entrust the administration of the Weights and 
Measures Act to the Provincial and State Marketing Officers,, 
where this has not been already done. 

The Government of India should expedite the work of the 
Indian Standards Institution concerned with the prescription of 
standards of weights and measures and to arrange for their 
effective adoption on an all-India basis. 

Standard Contracts: —With a view to securing improvement 
hpi quality of agricultural produce, eliminating trade disputes and 
smoothening the operation of trade between distant markets steps* 
be taken (1) to prescribe standard contracts on an all-India basis 
for important staple commodities; (2) to convene a conference of 
important trade associations interested in agricultural produce for 
considering the possibilities of a general adoption of standard 
contract terms by the trade associations on a voluntary basis, and 
discussing difficulties, if any, in enforcing all-India standard 
contracts in any particular region or regions; (3) to enforce the 
use of standard contract terms by legislation, if it is not found 
feasible to secure a general acceptance of all-India standard 
contracts on a voluntary basis; and (4) to secure the adoption of 
Indian standard contract terms for the export trade. 

Rail-road Transport :—On the subject of rail and road tran¬ 
sport the conference recommended that the provincial and State 
Governments should give the highest possible priority for the 
construction of all weather-feeder roads in agricultural areas for 
facilitating the movement of agricultural produce to assembling 
markets or despatching stations, and popularise and assist in die 
Use of pneumatic tyres for bullock carts and to assist in the manu¬ 
facture and utilization of country carts for transporting agri- 
:ultura! produce. 

It also recommended that the rail transport and steamship 
luthorities should introduce a unified rates policy for different 
lasses of goods for the whole country, and provide adequate 
lurnher of ventilated and insulated wagons and refrigerated 
ransport for perishable products like fruits, vegetables, eggs, fish 
nilk and butter. 
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Co-operative Marketing *—To secure the cufiivamr a 
better return for his produce and save undue profits made by 
middlemen. Governments in provinces and States should encourage 
organization of producers’ co-operative societies for the pooling, 
grading, processing, if necessary, a net marketing of their produce 
and the organization of consumers’ co-operative stores and to link 
them up with producers' marketing societies. } 

Weights Measures e—The Central Provinces Weights 
and Measures of Capacities Act of 1928 defines the units of 
weights and measures. It also empowers the provincial Govern¬ 
ment to obtain standardisation by notifying areas for the purpose 
of the Act. A similar Act was passed in Bombay in 1935. 
Although the Standards of Weight Bill was passed by the 
Central Legislature in 1939, provinces have not yet given effect to it. 

The standardisation of uniform contract terms have been 
devised for several commodities throughout India. 

Provision of Warehouse facilities :—The importance of 
providing warehouse facilities has been emphasised by the 
Central Ranking Enquiry Committee, Royal Commission on Indian 
Agriculture and others. Indian cultivators are handicapped by the 
absence of suitable godowns and warehouses. A beginning has 
been made in this direction by the co-operative societies. Bombay 
and Madras Governments have been encouraging the erection of 
such godowns and warehouses by granting loans and advances to 
multi-purpose societies and marketing societies. Arrangements 
should be made to enable the cultivators to take loans from credit 
institutions on the security of certificates to be issued by the 
warehousing authorities against commodities deposited. 



CHAPTER XII 

THE STATE IN RELATION TO AGRICULTURE 

Agricultural Department i—The idea of setting up a 
Government Department of Agriculture was first mooted in. 
connection with the Orissa Famine of 1866 and it materialised in 
1884 on the recommendations of the Famine Commission of 
3880. Agricultural Departments were started in various provinces. 
An agricultural chemist was appointed to the Government of 
India in 1892 and the Department benefited largely from the 
donations of H. Phips and Sir David Sasson. An Inspector- 
General of Agriculture was appointed in 1901 to adrisc Central 
and Provincial Departments. This post was replaced by the 
Director of the Agricultural Research Institute at Pusa, who was 
also the Agricultural Adviser to the Government of India until 
1929. The Pusa Institute was established in 1903. An Agri¬ 
cultural College was set up in Poona in 1908. 

An All-India Board of Agriculture was set up in 1905 in order 
to co-ordinate the activities of the Provincial Departments. After 
the Reforms of 1919, Agriculture became a provincial subject 
and it is now under the charge of a provincial Minister. The 
Agricultural (then Imperial) Department to the Government of 
India is concerned with matters of all-India importance and runs 
rise following institutions, namely, the Agricultural Research 
Institute now at Delhi (originally at Pusa), Institute of Veterinary 
Research (Imperial) at Muktesar, Institutes (Imperial) of Animal 
Husbandry and Dairying at Bangalore and Willingdon, the 
(Imperial) Cattle-breeding Farm at Karnal, the Creamery at 
Anand, The (Imperial) Cane-breeding Station at Coimbatore and 
the Sugar Technological Institute at Cawnpore. The (Imperial) 
Indian Council of Agricultural Research was set up in 1929, 
eliminating the post of Agricultural Adviser, It now edits a few 
agricultural journals in addition to oihcr important works. The 
Agricultural Marketing Adviser to the Government of India was 
appointed in 1934. 

In addition several Agricultural and other Associations have* 
developed to collaborate with the Agricultural Department in 
matters of agricultural improvements all-round. 
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The Provincial Agricultural Departments concentrate on 
researches and experiments in agricultural farms and in labo¬ 
ratories and undertake to organise propaganda to adopt improved 
methods and implements, secure better seeds, use manures, mainly, 
artificial and practise scientific rotation of crops. They are sub¬ 
stantially assisted by the Indian Council of Agricultural Research, 
which aims at co-ordinating and guiding the various Provincial 
Departments. 

The Agricultural Departments have achieved notable success 
in improving crop yields, but the progress is as yet limited. The 
Central Cotton Committee and the Central Jute Committee have 
improved both the acreage and yield of cotton and Jute 
respectively. 

Agricultural Education :—Agricultural Colleges have been 
established at Poona, Coimbatore, Nagpur, Cawnpore and 
Lyallpur. They teach up to graduate courses as well as train for 
diplomas or certificates and the latter training is aimed at malt ing 
a career in practical agriculture. Post-graduate training in agri¬ 
culture is provided for at the Central (Imperial) Agricultural 
Research Institute, New Delhi. Agricultural vocational middle 
schools have been started especially in Bombay to train sons of 
fanners. Although practical training in agriculture is not yet 
given in primary schools, Bombay, United Provinces and West 
and East Punjab have attempted to incorporate a rural bias in 
their schools m rural areas. East and West Punjab have started 
to teach practical agriculture in vernacular middle schools and 
this appears to be a healthy system of imparting agricultural 
education by including agriculture among the general curriculum 
of rural schools. Almost all Universities have now introduced 
Agricultural Economics and Agriculture in their courses of 
studies. The reorientation of rural education on the lines of the 
Wardha Scheme is engaging the serious attention of the Govern¬ 
ment and is likely to be of great importance from the point of 
view of agricultural education. 

% 

Rural Reconstruction :—It has been realised that all 
attempts to improve the rural conditions in India will only meet 
with a limited success, unless the rural population are encouraged 
to go in for a higher standard of living. In order to revitalise the 
rural folk, various agencies both official and non-official have been 
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% Up, The movement for village uplift and rural reconstruction 
ceived a new fillip after the Central Government earmarked 
grant of R$. 1 crate to provinces for this purpose in 1934-35, 
itce then provinces have undertaken this all important task 
: rural reconstruction by establishing Village Uplift Board®, 
nral Boards, Rural Development Commissioners, etc. Tire 
urgaon experiment in Punjab was directed towards improving 
lieges through the medium of a selected leader for a particular 
Jlage. Despite its shortcomings, the experiment attained notable 
access. The rural uplift schemes of nearly all provinces include 
g others the encouragement of village industries, improve¬ 
ment of tillage communications, rural sanitation, recreation, 
e&lth, medical aid and agricultural technique. 

Royal Commission on Indian Agriculture The Royal 
ommission on Indian Agriculture was appointed in 1926 to study 
jriculmral conditions and rural economy of India and suggest 
forms. It submitted its report in 1928 and recommended 
forms of far-reaching character. These recommendations form 
it basis of rural reconstruction and agricultural advance in broad 
udines and steps are being gradually taken to implement them 
l practice. 

The Indian Council of Agricultural Research :—The 

ttperial Council of Agricultural Research was instituted in 1929 
u the recommendations of the Royal Commission on Indian 
agriculture in 1929. * 

The Imperial Council was divided into two wings. One was 
*c Governing Body and the other the Advisory Body. The 
>rmcr was meant to manage the affairs and funds of the Council 
ltd the latter to examine all proposals in connection with the 
rientific objects of the Council which might be submitted to the 
roverning Body. An initial grant of Rs. 25 lakhs, supplemented 
y an annual grant of Rs. 7*25 lakhs, was provided from the funds 
f the Centra] Government. Donations too have been made by 
>me Indian State# from time to time, A few years ago, a ccss 
f i per cent ad valorem on certain agricultural commodities was 
?vied with a view to securing a larger stable income for the 
ouncil under the Agricultural Produce Cess Act of 1940, Its 
eadquarter was shifted a few years ago to Delhi from Pusa, 
Iter August, 1947, the Agricultural Council was renamed a® 
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T roian Council of Agricultural Research. It has been decided to 
plan agriculture and animal husbandry on a regional baajt& 
According to this decision, research schemes hereafter will be 
classified as fundamental, regional, and local. Fundamental item*, 
will be allotted as far as possible to the Central Institutes* m 
Universities, and other stations such as the Central Commodity 
Research Station; regional problems .are’ to be financed on a con* 
tributary basis by the I.C.A.R. and the Province best suited to 
take up a particular item of research; and local problems are to 
be assigned to the respective Provincial Departments. The regions 
are five in number, namely Wheat, Rice, Malabar, Millet and 
Himalayan. On the Animal Husbandry side, the four regions 
to be aet up are Dry, Wet, Medium rainfall, and Himalayan. 
There will also be local Committees to deal with the presence 
m each region of small pockets which will not be representative 
of the general conditions prevailing in" that region. Among other 
decisions reached at the meeting of the Governing Body men¬ 
tioned above was a comprehensive plan of crop cutting survey to 
estimate crop yields. This method of random sampling replaces 
estimation by guess-work and, therefore, its implementation is a 
remarkable step forward m die direction of collecting agricultural 
data. Its adoption had been recommended alike by the Gregory 
Committee and by the Bengal Famine Inquiry Commission. 
Complete lack of contact between the laboratory and the field 
has been mainly responsible for the comparatively poor pferacre- 
yield in India. All the results of research which the I.CJLR. 
has accumulated ever since Dr. Voelcker visited this country must 
have grown by now unmanageably voluminous. The fact that 
the results have not reached the cultivator in an assimilable form 
in full measure during the past four and a half decades does not 
redound to the credit of the I.C.A.R. Now that it has decided to 
set up an Information Bureau in the Ministry of Agriculture to 
collect and disseminate information of results of research, it is to 
be hoped that the I.C.A.R. will be able to remove completely the 
snag in the relationship between the research assistant and the 
cultivator. The Bureau should make full use of all the known 
media, namely, the film, the radio, the stage? the Press and dus i 
exhibition in disseminating information. 

The duty of this body is to given lead and co-ordinate the 
work of Agricultural Departments, but not to interfere with 

10 
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t eteparttaental affairs. It is to promote, guide and co-ordinate 
agricultural research throughout India. Agricultural research 
programmes are submitted to this body for approval. It acts as a 
dearing-house of information regarding agricultural and veterinary 
matters. It tries to link research work in India with that in other 
parts of die world. 

Among other things it is tackling research problems connected 
With rice, wheat, cotton, jute, sugar technology, cane-breeding, agri¬ 
cultural marketing, dairy-farming, fruit-growing, locust and pest, 
animal husbandry, manures, etc. The Council also encourages 
agricultural researches in various Universities by extending 
financial grants. 

It may be mentioned here that an enquiry consisting of 
Sir John Russel and Dr, N. C. Wright was made into the working 
of the Council in 1936-37 and they made suggestions for improving 
the working of the Council on various aspects, covering Indian 
agriculture. 

It has been estimated that about Rs. 56 lakhs are spent 
annually for the Food Ministry, Rs. 180 lakhs on Central 
Agricultural Departments and Rs. 65 lakhs on the Indian 
Council of Agricultural Research. The Provincial Agricultural 
Departments involve an annual expenditure exceeding Rs. 11 
crorcs. 


ft 
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Grow-More-Food Programme The Last world war changed 
fundamentally the pattern of Indian economy in relation to both 
agriculture and industry. During the post-war period it has been 
found that India’s population has been increasing faster than the 
production of food. Cultivation has also been shifted from food 
crops to cash crops, owing to more remunerative prices of the 
latter. This resulted in total net deficit of India’s food require¬ 
ments* This problem of food shortage has been tackled by both 
short-term and long-term measures. Among the short-term 
remedies, controlled distribution combined with price controls 
and increavsed food imports have been widely initiated. In order 
to make the available food supplies equitably distributed amongst 
the entire population, the Government has been practising the 
distribution of food by introducing rationing over wide areas and 
has also controlled the prices of various commodities to prevent 
Unduly high prices. 
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In importing fqod from abroad, the Government has been 
confronted with serious difficulties. The extent of the huge 
volume of import is illustrated by the figure of 4 million tons, 
which have been planned to be imported during 1949-SO, and this 
means a total outlay of over Rs. 130 crore on food import account. 
On top of this the Government spends exceeding Rs. 32 crores 
annually for subsidising foreign food imports ip order to equate 
the difference between local and foreign high prices. In bringing 
this foreign food supplies, the Government lias been further con* 
fronted with the task of finding foreign exchanges to finance the 
imports. Owing to the devastation wrought by the war iff South- 
East and Far-East Asiatic countries, the favoured sources of food 
supplies from Burma, Siam, etc., have been substantially curtailed 
and in consequence India has been obliged to find its food 
requirements from dollar areas. India which is already short of 
dollars in balance of payments has been finding it extremely 
difficult to obtain the necessary dollars for the purchase of food 
ancl the Government has been desperately meeting this serious 
dollar gap by frequent recourses to dollar loans from the Inter¬ 
national Monetaiy Fund, the International Bank for Reconstruc¬ 
tion and Development and kindred other sources. 

The above remedies are only palliatives and the real and 
effective solution consists in increasing food production within the 
country. It has been recognised that India possessed vast poten¬ 
tials in this regard and if these can be scientifically and vigorously 
harnessed, India will be able to be self-sufficient in matters of 
food in the not-too-distant future The Government of India in 
co-opcration with all provincial Governments have in consequence 
launched in ambitious schemes of increasing food production 
during the past few years. All these projects have been com¬ 
prised in what is popularly known as the Grow-Mop^cjod 
Campaign. It has been estimated that so far a total sum hC Ovei 
Rs. 32 crores have been spent on Grow-More-Food schemed 
throughout India. Although it is estimated that these measures 
have resulted in an increase of food of nearly a lakh tons, the 
progress achieved falls far short of programmes and expenditure 
entailed. 

In its anxiety to make the country self-sufficient in food 
within the next few years, the Government of India have evolved 
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ant ambitious scheme of agricultural improvement in collaboration 
with provinces and states* 

The main features of the scheme are: Reclamation of 6m 
nacres of culturable land over the next seven years ; sinking of 4,500 
deep tube-wells to irrigate 3m acres of land; supply of chemical 
fertilizers; supplementing local resources of organic manure; and 
increase of fish supply from marine resources by establishing five 
wehnequipped marine fishing stations which can undertake deep 
sea fishing. 

* The cost of the scheme is estimated at Rs. 271 crores, of 
which the rupee expenditure wih be Rs. 146 crores. The balance 
of about Rs. 125 crores will have to be found in sterling and dollars. 

L an d Reclamation: —The total area of culturable waste 
land in India is about 65m acres. The Foodgrains Policy Com¬ 
mittee had recommended that about 9m acres of such land should 
be reclaimed. In view of the shortage of men and materials, on 
the one hand, and the need for achieving quick and permanent 
results on the other, the Central scheme proposes to concentrate 
for the present, on the reclamation of 6m acres. Of these, 2’2m 
acres will be new land and 4m acres will be weed or kans-infested 
land which has gone out of cultivation. Cultivation of new land 
will be distributed as follows: East Punjab 500,000 acres; East 
Punjab States 400,000 acres; Orissa 500,P00 acres; the C. P. and 
Berar 300,000 acres; and the U.P. 300,000 acres. In Bihar also 
aotne new land would be put under cultivation, but the area is 
not yet known. Reclamation of kans-infested land will be taken 
up as follows: the C. P. and Berar 600,000 acres; Madhya Bharat 
1,400,000 acres; Bombay, Bhopal, the U. P. and Vindhya Pradesh 
500,000 acres each. 

The estimated additional yield of food crops from the land 
ibus reclaimed will he about 2m tons. Already the Central 
Tractor Organization of the Government of India has reclaimed 
32,000 acres of cultivable land in the U.P. and the C. P. and this 
year, the organization hopes to reclaim 110,000 acres in different 
provinces. 

Tube-well Construction :—Sample experiments conducted in 
East Punjab, the U. P. and Bihar have indicated sub-soil water 
which can be utilized for irrigation. Although in same of these 
ateas there are canals a large portion of the territory will have 
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to depend on sub-soil reservoir if any intensive cuffivation pro- - 
gramme is to be undertaken. * These provinces propose to con- ‘"*1 
struct 4,565 tube-wells during die next three years beginning- 
1949-50 and the necessary help by way of equipment* technical f 
staff and finance has to be arranged by the Government of India,' 
so that at least 1,000 tube-wells could be constructed every year 
for the next two or three years. 

In other provinces, the existence of ground water in adequate 
quantities and at economic depths has yet to be proved for which 
extensive exploratory .borings will be needed before large tube- 
well schemes could be formulated. 

Practically, all the tube-wells in use for irrigation purposes ik 
upper India were constructed by'the old hand boring methods. 
These methods are slow, taking sometimes several months to 
(complete a well. They are also ineffective in hard day and rock 
strata and for deep boring. To expedite the construction pro¬ 
gramme it is considered essential to introduce in India the use of 
up-to-date mechanical boring apparatus such as is used in the 
U.S.A. and other advanced countries. 

Fishing Stations t —The scheme proposes to set up a chain 
of well-equipped pilot fishing stations along both die coasts of 
India. To begin with, it is proposed to start such stations at 
Bombay, Cochin, Vizagapatam, Chandbali and Calcutta (or some 
suitable place near the mouth of the Hooghly). Each station will 
have a cold storage plant with a capacity of 500 tons and 
refrigerator motor vans for carrying fish to inland markets by road. 

The scheme also provides for supply of chemical fertilizers. 

The Government of India has already established a pool from 
which fertilizers allocated by the International Emergency Food 
Council, or produced locally, are distributed to provinces according 
to their requirements. The nitrogenous requirements of the Indian 
soil are, however, much more than what farm-yard manure M$m 
produce and the need for import from abroad is essential. 

It may be observed that in order to meet the dollar part of 
the total expenditure, the Government of India has already 
approached the International Bank for Reconstruction and Develop¬ 
ment for a loan. The Bank’s delegation has already investigated 
into India’s claim for a loan by paying a visit to this gauntry aftd 
it is anticipated that India’s application for the loan is likely to be * 
favourably considered. 
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, Artificial Rain lor Scarcity Areas t— India's agriculture 
may no longer be dependent on die vagaries of the monsoon, 
.The Meteorological Department of the Government of India is 
considering a scheme to bring about artificial rain in areas where 
$iere is a ‘scarcity. The scheme is to spray from aircraft pellets 
Of solid carbon dioxide into clouds above freezing level. About 
100 lbs. of carbon dioxide can give rain over an area of about 
10 square miles, depending on the thickness and extent of the 
soil layer. Even so small an amount of rain is said to be sufficient 
to keep crops from withering. 

; The price of 100 lbs. of carbon dioxide is not more than 
Its.. 120 but the experiment becomes costly if civil air-craft are to 
be used only for this purpose. To reduce the cost of artificial 
showers the Department has suggested using the airport for the 
experiment as* is being done in Australia, Canada and some other 
foreign countries. Such experiments involve flying in high alti¬ 
tude up to 25,000 ft. While engaged in reconnaissance flights, 
RIAF pilots can by this method cause rainfall over areas where it 
is urgently needed. The RIAF has already been contacted and is 
willing to co-operate with the scheme. 

Agricultural Census Planned s— The Government oT India 
have appointed a technical committee to organize an agricultural 
census in 1950. The committee will examine the forms of returns 
*%t present used by the different provinces and States for routine 
collection of data, evolve standard forms of returns and consider 
whether any special modifications are necessary in the scope of 
enquiry in repect of areas where the system of land survey or 
record of rights is not introduced. 

The committee will also explore the directions in which the 
data collected in the census can be usefully integrated with data 
collected in the population census. 

* Pakistan The Government of Pakistan is also pursuing 
Vigorous schemes to develop agriculture. It proposes to establish 
Meteorological Headquarters at Chittagong, where experiments of 
collective farming will also be tried. 

The Pakistani Government has arranged to import tractors 
from Canada for Government farms. 

The Agricultural farm at Dacca has been doing useful 
research work on agriculture and it is understood that the Dacca 
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laboratory has been able to discover a remedy for tfofc eradication 
of water hyacinth. 

The Government is considering a proposal to invite FAD 
experts to advise them on certain problems relating to food and 
agriculture* and another proposal to import heavy machinery for 
soil conservation and land reclamation. The Director-General of 
the FAO had suggested that the possibilities agricultural 

deveopment in Pakistan were considerable, and that Pakistan 
could profitably seek the advice of the technical staff of the FAO 
and help from the Organisation for obtaining heavy machinery 
for soil conservation and land reclamation. There is no dearth of 
agricultural labour in the country-side, but large-scale farming and 
tenancy reforms "are on the anvil in the NWFP and Sind is 
providing an impetus to mechanised agriculture. 

The first meeting of the Food and Agricultural Committee, 
the opening session of which was addressed by the Food Minister, 
considered the possibility of organising sugar-cane research* and 
starting a Central Research Station, so that production of sugar 
could be increased substantially to make Pakistan self-sufficient 
in this commodity as far as possible. The Food Minister said that 
recent reports indicated a reduced recovery of sugar from the 
crop in certain areas. Pakistan produces only 30,000 tons of 
sugar, against total annual requirements of 230,000 tons. 

He also asked the Committee to consider in detail plans to 
cultivate tobacco for the cigarette industry, and to increase pro¬ 
duction of oilseeds. Cultivation of copra and of groundnut for 
the vanaspati industry, and development of fruit cultivation so far 
seriously handicapped by pests and diseases, also engaged the 
Committee's attention. 

A committee was formed to consider finance for listing 
agricultural schemes, new schemes for improved maize in West 
Punjab, investigation of veterinary diseases in Sind and gram 
diseases in West Punjab, combined schemes for wheat and barley 
rusts, and potato seed production and cultivation. It will 
examine plans to develop sugar cultivation in the North-West 
Frontier Province, and consider research schemes for tobacco in 
that Province and the West Punjab, * * 

With prospects of increasing power supply the Thai Develop¬ 
ment Authority* an ambitious and far-reaching land development 
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project designed on the lines of the Tennessee Valley Authority, 
i$ engaging the attention of the West Punjab Government* The 
project, estimated to xx>$t about Rs. 15,50,00,000, aims to turn about 
18,00,000 acres of fallow land in the Thai area into an additional 
granary for West Punjab and Pakistan, About 15,50,000 acres in 
the area are now owned by private individuals, which the Govern¬ 
ment intend to acquire to make the colonisation schemes a 
success. 

* There is a plan for building modern villages and modern 
lajrms; and to provide tractors, harvesters, thrashers, elevators and 
Other modern agricultural machinery on a hire-purchase system. 
The project, when it fructifies, will relieve congestion and pressure 
on land in the Multan, Montgomery and Lyallpur Districts. The 
N.W.F.P, will supply power from Jabban, Dargai and Warsak. 
Large tracts in the tribal areas will come under irrigation for the 
first time, and power will be available for running trains. Rupees 
two crores and twenty-two lakhs are to be spent this year on the 
Thai Project, 

The total area under cotton crop in 1948-49 is 2,853,000 acres 
against 3,146,000 acres in the previous year. 
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CHAPTER XIII 

v THE CO-OPERATIVE MOVEMENT IN INDIA 

Si gnificance of Co-operation :—Co-operation in % technical 
sense implies the association of individuals in various pursuits of 
life to increase everybody’s moral and material prosperity. 
Co-operation also implies absence of any profit-motive. In practice, 
co-operation has been introduced to cover various aspects of 
economic life, namely, production, distribution and consumption. 

It has also been extended to spheres of health, welfare sanitation, 
•etc 

History of the Co-operative Movement in India 

Frederick Nicholson, a Madras Civilian first suggested in 1895-97 
to the Madras Government to introduce co-operation to solve the 
problem of rural credit. He compared the Nidhis of Madras with 
Friendly and Building Societies of Great Britain and recommended 
-emphatically to “Fnd Raiffeisen”, the pioneer of the co-operative 
movement elsewhere. His suggestion was reinforced by the pub¬ 
lication of a book entitled The People’s Banks of India by 
Dupernex of the United Provinces Civil Service. Pioneer coj- 
operative societies were started on private initiative by Government, t 
officials in certain areas of Bengal, Punjab and United Provinces. 
Lord Curzon’s Government appointed a committee under Sir 
Edward Law to investigate into the possibilities of Co-operation 
in India. The committee in consultation with Henry Wolff 
recommended the introduction of the co-operative movement in 
India and accordingly the Co-operative Credit Societies Act of 
1904 was passed. 

The Co-operative Credit Societies Act of 1904 i —The 

Act introduced only credit co-operation. Any ten adult persons 
belonging to the same village, town, tribe or caste were entitled 
to form themselves into a co-operative credit society and have it 
registered. A distinction was made between rural and Urban 
societies according as four-fifths of the members belonged to a 
village or town. In case of rural societies, unlimited liability was 
the rule, while this matter was left to the voluntary Will of dm 
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urban societies. A rural society was obliged to carry all profits 
to reserve fund, unless otherwise directed by provincial Govern¬ 
ment concerned, while only one-fourth of profits of a urban 
society was’meant for,the reserve fund. 5 * Certain limits were placet! 
On share capital. No member was allowed to hold more than 
Ohe-fifth of shares, the total value of an individual’s share holding 
not exceeding Rs, 1000 and to have more than one vote. 
Registrars were to be appointed in provinces to supervise the 
movement. Reserved powers were given to Governments regarding 
compulsory audit and inspection, compulsory dissolution of a 
society and rule making. 

* , Progress from 1904 to 1912 s— Although the co-operative 
movement made phenomenal progress by 1912 as illustrated from 
the following table, certain defects of 1904 Act were felt. The 
need for other forms of co-operation was keenly felt. In order to> 
attract the necessary capital for primary credit societies, central 
agencies like unions and central banks were required. The dis¬ 
tinction between urban and rural societies was felt to be artificial. 
In order to remedy these defects the Co-operative Societies Act 
of 1912 was passed. 



Number 

of 

societies 

Number of 

Amount of 

Year 

members of 
primary 
societies 

working 

capital 

Rs. 

J906- 7 . . 

843 

90,844 

23,71,683 

$907-8 

1,357 

149,160 

44,14.086' 

1908-9 . 

1,963 

180,338 ; 

82,32,225 

1909-10 . 

3,428 

224,397 

1 1,24,68,312' 

If 10-11 . 

5,321 

305,058 

2,03,05,800 

J91M2 . 

8,177 

403,318 

3,35,74,162 


Tlie Co-operative Societies Act of 1912 :—Almost alt 
kinds of co-operation were formally recognised by this enactment. 
Three kinds of central societies were also recognised, namely. 
Unions, consisting of primary societies. Central Batiks composed 
of partly individuals and partly societies and Provincial Banks, 
consisting of individuals. 
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The Act enabled die unlimited societies to declare dividends- 
and all societies were allowed to spend not exceeding 10 per cent 
of profits on charity and education after carrying at least one-fourth 
of profits to reserves. The old distinction between drban and 
rural societies was superseded by a new distinction between 
societies with limited and unlimited liabilities. The Act laid down 
that the liability of a society whose members are registered 
societies shall be limited, while that of a society, extending credit 
to members, who are mostly agricultural, shall be unlimited leaving 
the rest to be either limited or unlimited liability societies at 
option. 

Progress of the Co-operative Movement since 1912 

Though the co-operative movement made great strides since 1912, 
attempts have been made since the thirties of the present century 
to consolidate the progress gained rather than to expand it* 
because it was found that the movement went far ahead of anti* 
cipation and was involved in difficulties and complications. The 
following table illustrates the progress of co-operation in several 
directions, namely, societies grew up for the sale of produce* 
cattle insurance* yam, silk and fertiliser purchase, milk supply* 
purchase of consumer’s goods etc* j 



i 

Number of 
societies in 
thousands 

Number of 1 
members 
in lakhs 

m- 

Working % 
capital in 

Rs. crones 

Average for 5 years from 1910-11 
to 1914-15 .. 

! 

i 

; 12 

5*5 

5*48 

Average for 5 years from 1915-16 
to 1919-20 . .. | 

: 28 

11*3 

15-18 

Average for 5 years from 1920-21 1 
to 1924-25 . .1 

| 58 j 

21 5 

36*36 

Average for 5 years from 1924-25 ! 
to 1929-30 . 

f ' 

S>4 

36-9 

74*89 

Average for S years from 1930*31 
to 1934-35 .. 

1,06 

! *43-2 

94*61 

1937-38 . . 

1,11 

! 48-5 

103*02 

1938-39 . 

1,22 

53-7 

106*56 

1939-40 

1,37 

60*8 

107*10 


In order to review the progress made and suggest improve* 
meats the Maclagan Committee was appointed in 1914 and 
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submitted its report in 1915* It recommended important reforms 
of far-reaching character* Co-operation was made a transferred 
subject under a Minister in 1919 reforms. In order to meet local 
peculiarities, Bombay passed its own Co-operative Societies Act 
in 1925 and this example was subsequently followed by Madras in 
1932, Bihar and Orissa 1935, Coorg 1937 and Bengal 1941* 

The opening of the Agricultural Credit Department by the 
Iteserve Bank of India marks another landmark in the history 
o£ the movement in India. The co-operative movement has been 
given additional fillip by the campaign for village uplift under¬ 
taken by several provinces, who have also appointed special 
officers to investigate into the co-operative movement with a view 
to furthering progress on sound lines* 

Kinds of Co-operative Societies:— The table below illus¬ 
trates the predominance of credit societies, but lately other forms 
of co-operation are taking roots. Recently the co-operative move¬ 
ment is being utilised to develop India's cottage and rural in¬ 
dustries. Consumers' co-operative are being tried with success to 
tackle the problems of distribution in prevailing shortage of goods 
all-round. 

Primary Agricultural Credit Societies: —The minimum size 
an above society is ten and maximum 100* It is normally 
confined to a single village. Multi-purpose societies in Bombay 
and madras are organised on the basis of a group of villages, 
tl&limited liability is the rule, unless otherwise permitted by the 
Government. The Madras Committee on co-operation advocated 
Bruited liability in 1939-40* It is democratically managed by a 
General Committee composed of all members, who elect a 
Managing Committee to look after day-to-day work. Services 
are rendered honorary. 

The working capital is derived from entrance fees, deposits 
and share capital of members and reserve funds. Bombay has 
introduced the system of instalment share system. As members 
are usually with limited resources, deposits have contributed only 
a small part towards working capital, which is largely drawn from 
qptaide. Loans and deposits are accepted from otiter societies, 
Government and secondary or central financing agencies like 
<eutral and provincial co-operative banks. 
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The following table illustrates the position of working capital 
on All-India basis during 1942-43. 


Share Capital (Paid up) 


(Rs. 1,000) 
15,70,79 

Loans and Deposits held at the end of the year from- 

— 

Members 


12,22,11 

Societies 

... 

7,6836 

Provincial and Central Banks 

* 4 , 

22,86,50 

Government 

, . , . . * 

1,74,33 

Non-members and other sources 


33,94,09 

Borrowing of Land Mortgage Banks 

and Societies 

7,05,91 

Reserve Fund ... 

4 .. V. 

1333,02 

Other Funds 


6,59,21 


Total 

13L1432 


Loans are essentially given for productive purposes. Limited 
amounts are loaned for unproductive uses and the redemption 
of old debts. Care should be taken to see that long-term loans 
are strictly limited, because they are likely to lead to disastrous 
consequences as we find in the case of several credit societies, 
specially in West Bengal and Eastern Pakistan. 

Although the repayment is spread over convenient instal¬ 
ments, discretion should be exercised in selecting borrowers and 
assessing the extent of loans. The repayment should be strictly 
enforced, because overdues and freezing of assets have spelt 
disaster as far as the movement is concerned in Berar, Orissa, 
West Bengal and Eastern Pakistan. 

Normally co-operative societies,should depend upon personal 
security and honesty of members. In practice, sureties normally 
from among members are demanded and collateral securities of 
movable and immovable properties are wanted. 

Where there is no share capital, entire profits go to the reserve 
fund after spending about 10 per cent on charity and education. 
Dividends, if there be any, on share capital are strictly limited, as 
the co-operative movement should be pruned of a profit motive. 
Arrangements for arbitration exist in Bombay and elsewhere 
for disputes between members and the society and such arbitration 
systems should be compulsorily introduced. 
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/ Non-Agricultural Credit Societies :—Schulze-Dehtsch types 
*>jf non-agricultural credit societies have been encouraged tbrough- 
<rat India to cater to the needs of the population other than 
■agri cultural. Popular among them are People’s banks, Thrift and 
life Insurance Societies, Societies for the employers of large 
firms and of Government Departments, Communal Societies, 
Artisans’ Societies, Societies for Factory Workers and Societies for 
the Depressed Classes. 

Non-Credit Co-operative Societies :—Non-credit societies 
may be cither agricultural or non-agricultural. They may be of 
various types, namely, societies for the purchase of raw materials 
apd implements, sale of produce, production, distribution or 
consumption, insurance, construction of houses, etc. The statistics 
of these societies are given below: — 

Non-Credit Agricultural Societies, 1944-45 


Province 

Purchase 
and sale 

j j 

i ' 

. ..... L . 

Other forms 
of co-opera¬ 
tion 

Total 

Madra* 

242 

t 

210 

„ 

505 

966 

Bombay 

90 

| 19 

177 

238 

524 

Sind 

^Bengal (E. & W.) . 

1 

226 

1,008 

6 

897 

_ 1 

1,575 

8 

3,766 

Bihar 

57 

> 

3,052 


4,109 

Orissa 

18 


20 


i 38 

United Pro\inefcs .. 

13 

> 463 

1,074 

4,470 

, 6,920 

Punjab (E. & W.) ... 
Central Provinces and 

17 

747 

2,551 

297 

> 3,912 

1 

Berar 

81 

18 

3 


| 102 

Mysore 

75 


1 31 

33 

1 139 

Baroda 

91 

io 

, 64 

35 

1 209 

Hyderabad 



I 

- 

5 

S 

Total , . 

1,044 

2,335 

! 9,509 , 

l 1 

| 7,690 

20^78 


Single and Multi-Purpose Societies: —It has been found 
that owing to lack of necessary personnel, it becomes difficult to 
Organise different societies for several purposes in an Indian 
village and the recent trend of opinion favours the growth of 
multi-purpose societies, which should be encouraged to -supple¬ 
ment the existing credit societies. The principal aim of the 
agricultural credit societies is to provide cultivators with cheap and 
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restricted credit and to encourage thrift. This has been fqund 
difficult to attain unless these credit societies undertake other 
functions to cater to all kinds of requirements oi cultivators. 
Bombay Started in consequence multi-purpose societies with 
limited liability and these grew up to 65 by 1940. The United 
Provinces established more than 1,000 villages banks, which arc 
multi-purpose societies jfor all purposes. The Madras Committee 
on Co-operation recommended the reorganisation of credit societies 
on multi-purpose basis in 1939 and certain stich societies have 
already been instituted. The Agricultural .Credit Department of 
the Reserve Bank of India suggested the formation of Banking 
Unions covering a wide area to strengthen the multi-purpose 
societies, which could be affiliated to the Union. The Union 
could interest itseli in the manifold activities of 6uch societies. 

In spite of the desirability of introducing multi-purpose societies, 
tare should be taken to guard against certain dangers. The 
multiplicity of functions with financial responsibility may create 
a danger that the failure in one line may affect the entire society. 
Extending over a wide area, multi-purpose societies may lack in 
personal knowledge, which is essential for co-Operative principles. 

It is likely to be difficult to get the right type of men to run a 
multi-purpose society. „ 

Non-Credit Agricultural Movement* :—The need for 
directing the co-operative movement along other lines than credit 
has been keenly fell, but the progress is rather slow. Co-operative 
societies have been organised for obtaining implements, manures, 
seeds, etc. Some sale societies have been inaugurated* but supply 
societies have made little headway, as business is usually on a 
small scale. The principle of co-operative insurance has been 
extended to cover cattle, farm-houses and haystacks. -Cattle- 
breeding societies arc found in East and West Punjab. In order 
to protect fodder, Bombay has initiated fencing and crop pro¬ 
tection societies. Irrigation societies have grown in certain areas, 
especially, in Madras and East and West Bengal. Some land 
improvement societies are working in Bombay. East and West 
Punjab have developed a few consolidation of holding societies. 
In view of fragmentation and sub-division of holdings, there 
appears to be good prospect for encouraging joint cultivation on 
a co-operative basis. Distributive co-operation in agriculture is 
not likely to advance as the standard of living in rural areas is 
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dep|orably low- Taluka Development Associations * numbering 
104 in 194© are doing village uplift work in Bombay. 
Better Farming Societies to encourage improved agricultural 
technique are doing useful work in Bombay, Madras and Punjab- 
Better Living Societies of East and West Punjab and East and 
West Bengal are working to propagate the principles of better 
living. 

Non-Credit Non-Agricultural Societies :—Although the 
non-credit non-agricultural co-operative movement has not made 
much progress, it is steadily growing. 

The importance of cottage industries in India’s economy is 
recognised and the economic condition of people engaged in 
cottage industries can be substantially improved on a co-operative 
basis. Artisans require credit as much as cultivators and they are 
likely to be enormously benefited if co-operation is introduced in 
their purchases, sales, health, etc. The handloom industry offers- 
vast potentialities for co-operation. Weaving schools have been 
started in Bombay under the Co-operative Department. District 
Industrial Co-operative Associations have offered immense faci¬ 
lities to Bombay weavers in marketing their products. Almost all 
provinces have been encouraging the growth of co-operative 
marketing of handloom products. 

Unskilled workers’ societies in Madras undertake road 
construction, canal irrigation, well digging etc. 

The consumers’ co-operative movement in urban areas has* 
not achieved anticipated results, due to mismanagement, lack of 
enthusiasm # among members and absence of co-operative principles. 
Madras is easily the leader in regard to consumers’ co-operative 
stores organisation. Progress elsewhere is haphazard and halting. 
The development of co-operative stores in urban areas offers 
perhaps die best solution under present conditions of high prices, 
shortage of goods and transport bottlenecks. This aspect of the 
movement is likely to confer incalculable benefits on the middle 
class people. 

The housing problem is acute in both urban and rural areas- 
of India and the co-operative movement is full of potentialities in 
this regard. Housing societies with state aid may go a long way 
In meeting this problem of housing. Bombay started these 
housing societies, which numbered over 102 in 1940, while Madras 
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had about 124. The success of these societies in the wo provinces 
is a great pointer. 

Central Societies Central societies may be Unions, Central 
Banks or Provincial Banks. 

A Union is a federation of societies of a given area and are 
usually of three kinds, namely. Guaranteeing Unions, Supervising 
Unions and Banking Unions. A Guaranteeing Union guarantees 
the loan of an affiliated member. These Guaranteeing Unions 
which were largely started in Bombay failed because their guaran¬ 
tees were nominal and so these Unions were not encouraged. 

Supervising Unions have been widely developed in Bombay 
and Madras. The Bombay Government established Supervision 
Boards in districts to supervise these Unions. The task of super¬ 
vision in co-operation has been found difficult in India and as yet 
no efficient system of supervision has been evolved. At present, 
supervision is exercised either by the Co-operative Department, 
the Supervising Unions or by both. 

After inspecting the Banking Union at Kodinar in Baroda, 
the Agricultural Credit Department of the Reserve Bank of India 
recommended the establishment of such Unions on a wide scale, 1 
but this suggestion was not favourably received in co-operative 
elides, as these Unions were likely to discourage deposits. 

The Central Banks are the financing agencies of primary 
societies, which are affiliated to the former. They lend money 
to the primary societies and also carry on the normal functions 
of a bank. They also undertake supervision of primary societies. 
The area of their operation varies from province to province. 
Central Banks are either mixed or pure types. In a mixed type, 
members consist of both societies and individuals. A mixed type 
has been generally preferred in order to attract outside talents and 
deposits. A pure federal type composed merely of societies has 
been fast growing in East and West Bengal and East and West 
Punjab in the form of Banking Unions. Central Banks including 
Provincial Banks and Banking Unions numbered about 599 in 
1942-43 with a total membership exceeding 215,000. About 
9 per cent of their working capital is derived from share capital, 
59 per cent from individuals' and societies’ deposits, 14 per cent 
from loans from Provincial Banks and the balance from reserves 
and other funds. 


11 
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V, It has been estimated that about 90 per cent of the funds of 
banks ate lent either to societies or individuals and as over-* 
ddes are inevitable, many banks were in consequence conpppnted 
v with difficulties. A large number of them went i*ito liquidation 
in, East and West Bengal, Bihar, Orissa and Central Provinces and 
Benar due to reckless financing, bad supervision and 
» banking knowledge and inherently defective organisation of 
primary societies. Deposits raised for short period were locked 
Up id long-term loans, which were mostly unrecoverable due to 
lack of resources of debtors. Central banks are more soundly 

organised in Madras, East and West Punjab and Bombay. 

* * 

Provincial Co-operative Banks :—With the fast develop¬ 
ment of central banks, the necessity was felt for an apex bank 
which could co-ordinate and control the working of central 
societies, serve to act as a clearing house to balance excesses and 
deficiencies of their working capital and act as a financial centre 
for an entire province. Accordingly a Provincial Co-operative 
Bank has been established in all provinces except Orissa. The 
Constitution of a Provincial Bank varies from province to province. 
In Bengal and Punjab the membership is confined to societies, 
while in others individuals have b$£n included in order to attract 
outside talents. The Bombay Bank is perhaps the model in 
India. Provincial banks formally finance central banks, but in 
certain areas of Bihar, Orissa, Bombay and Mysore they also 
finance primary societies. The Provincial banks have provided 
an extremely useful link between the general money market and 
Jointstock banks in towns and rural primary societies. Provincial 
banks provide central banks "with facilities of cash credit and 
discounting co-operative paper. It may be observed that the 
working capital of a provincial bank is derived from own funds 
to the extent of about 20 per cent, while the balance comes from 
deposits of individuals, societies, central banks and from 
Government loans and other sources. 

The Maclagan Committee recommended^ the establishment 
of an All-India Co-operative Bank to finance provincial co-operative 
banks. At present there is no need for such an institution as 
the Reserve Rank of India provides provincial banks* iwitb 
rediscounting and loan facilities. In practice, it is found that 
provincial banks have ample funds, which are often lent & joint- 



»v ‘ , ’ ,» * . . V f ' J 4 * % ^ 1 

V •' o»* - ' 

‘ 1 THE ea-ORERiOTVE MOVEMENT Wf INtOA i 

1 ! f y 

163 

S 1 

stock bank*” Use Provincial Co-operative Banks Association has 

also facilitated interdtending among provincial banks. The working 

capitcS, deposits, advances, etc. of Provincial Banks are reproduced 

below: — ** ' ► 

¥ 
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Provincial Banks, 1944-45 


Worldng Capital— 

Share Capital ... ... a.. ... , 

Reserve and other funds ... ... 

In thousand* 
of rupees 

96,12 

1,75,26 

Deposits and Loans— 
from Individuals 

from Provincial and Central Banks . 
from. Societies .. * 

from Government ... 

8,83,01 

532,17 

3,21,98 

30,04 

, Total 

* v 

203838 

Loans made during the year to— 

Individuals 

Banks and Societies 

6,9532 

939,20 

*# 

Total 

16,34,72 

Loans Due by— 

Individuals 

Banks and Societies 

1,80,85 

435,79 

„ * Total 

636,64 

Importance pf Land Mortgage Banks In India Agricul¬ 
turists asf well as artisans require loans both short-term as 
well as long period. The Co-operative movement and other 
prevailing credit agencies are suited to financing short-term 
and intermediate credits only. There is no suitable agency for 
long-term financing. In addition, the rural indebtedness 

¥ 
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fee tackled by either,, the co-operative movement ok my other 
eating credit agency* It has therefore * been found that land 
t mortgage banks are admirable agencies for the purpose of tackling 
the problems of indebtedness and of long-term finance. The 
movement for land mortgage banks received special stimulus 
during recent years due to die fact that creditors are yelling to 
compound outstanding debts if repayment is made forthwith and 
debts are now being compounded and transferred to land 
mortgage banks, which are paying off die old creditors. 

Land mortgage banks may be co-operative, non-co-operative 
or quasi-co-operative. In India, most of the banks belong to quasi¬ 
co-operative types, which are limited liability associations of 
borrowers with outside non-borrowing individuals. Loans are 
granted subject to the sanction of the Registrar of co-operative 
societies and lands are valued by Government officials. The 
co-operative or commercial mortgage banks are suited to financing 
Zamindars. 

The history of land mortgage banks in India is traced to 
as early as 1863, when the Land Mortgage Bank of India Ltd. was 
registered in London but the bank failed after twenty years of 
working. 

Punjab is really the pioneer in establishing co-operative land 
mortgage banks in India and it started its first bank at Jhang 
in 1920. Soon after they were increased to 12, of which tw r o 
were liquidated. Since then the expansion has been halted and 
efforts are now being made to consolidate and reorganise the 
existing institutions. Madras has done better in this direction 
and had over 119 banks by 1940, while there were 18 in Bombay* 
10 in Central Provinces, 5 each in Bengal, United Provinces and 
Assam. Mysore, Baroda and Cochin have also established such 
banks. 

At the present stage of their growth, land mortgage banks, 
cannot expand without state aid which has been extended in 
the form of granting repayment of principal and interest, 
purchasing debentures of these banks, declaring such debentures 
as Trustee Securities and of granting several other special 
privileges and concessions. The Reserve Bank of India has been 
assisting them with help and guidance on sound lines* A land¬ 
mark was made in the history of land mortgage banking by the 
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esmblishment in 1929 of the Central Land Mortgage Bank in 
Madras for co-ordinating the activities of primary banks affiliated 
to it and for centralising the debentures, instead of issuing them 
piecemeal by separate institutions and thereby creating unnecessary 
competition amongst them. Upto 1942, the debentures of the 
Central Land Mortgage Bank in circulation amounted to about 
Rs. 2'43 crores. The Madras Co-operative Land Mortgage Bank 
Act of 1934 empowered the Provincial Government to guarantee 
the debentures regarding interest and principal and enabled the 
Bank to realise arrears more expeditiously. The Registrar super¬ 
vises the work of the Bank. The Government itself also bought 
a substantial part of the debentures in addition to granting 
subsidies to the Bank. 

According to the recommendations of the Land Mortgage 
Committee of 1935, the Bombay Provincial Co-operative Land 
Mortgage Bank was established in 1935. The Government 
guarantees the debentures of the Bank in regard to the repayment 
of capital and interest. These debentures have also been declared 
Trustee Securities. In addition, the Government has helped the 
Institution with subsidies. The membership of the Bank is open 
to individuals, primary banks and co-operative societies. The 
object of the Bank is to finance the primary banks affiliated to it, 
supervise and guide the working of the latter. 

The land mortgage banks are essentially concerned at present 
with the redemption of old debts, but it should be remembered 
that owing to the huge size of such debts, it is not possible for 
land mortgage banks to tackle this problem in its entirety nor is it 
desirable for these banks to undertake such a task of enormous 
magnitude. In order to enable the land mortgage banks to perform 
their services in rural credit, they should be run on strict business 
lines. Loans should be discreetly given and arrears should be 
avoided. These banks ought to encourage more productive loans. 
They should be linked with other institutions, engaged in uplifting 
rural conditions. It should be the fundamental aim of all schemes 
of rural reconstruction to see that easy and cheap credits are 
made available with due checks and balances. The cultivators 
must be taught the principles of thrift and to save. Attention 
paid only to wipe out old debts of a cultivator without training 
him for a better life will fail to strike at the root of prevailing 
rural maladies. 
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* The following table illustrates the progress of Land .Mortgage 
IJanks in India and Pakistan up to 1944-45:— 

Number of Banks or Societies - 

Number of Members 

i . 

289 

13,709 

Share Capital 

Rs. 

51,28.197 

Debentures from the Public 

♦» 

3,74,59,432 

Debentures from Government 

HI 

5,99,517 

Deposits 

HI 

17,8837 

Reserve and Other Funds 

*1 

28,62,734 

Loans 

II 

3,01,40,007 

Working Capital 

Rs. 

7,79,78,264 

Loans made to Individuals 

*h 

39,68,037 

„ „ Banks and Societies 

„ 

38,7734 

Profit 

»* 

4,98,539 


Commercial Land Mortgage Banks:—The Central Banking 
Enquiry Committee and the Agricultural Credit Department of 
the Reserve Bank of India recommended die establishment of 
commercial jointstock land mortgage banks in India to cater to 
the credit requirements of Zamindars, who arc not covered by 
the prevailing co-operative agencies. Such banks could provide 
them with loans for the redemption of debts and long-term 
agricultural requirements. The State could encourage the growth 
of such institutions by guaranteeing the repayment of capital 
&nd interest of debentures of these banks and even providing 
diem with a portion of their initial capital. 

The Reserve Bank of India in Relation to the Cooperative 
Movementr—'Under the Reserve Bank of India Act 1935, the 
Reserve Bank is allowed to purchase, sell and rediscount agricul¬ 
tural bills and promissory notes endorsed by a scheduled bank 
or a provincial co-operative bank drawn for the purpose of 
financing seasonal agricultural operations, or the marketing of 
crops, and maturing within nine months, while in the case of 
commercial bills the period allowed is only three months. The 
Reserve Bank is also authorized to make loans or advances for 
ninety days to provincial co-operative banks and central land 
m ? rt S a S e banks declared to be provincial co-operative banks and 
through them to co-operative central banks and primary land 
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mortgage banks against the security of (i) Gwemmaaii; paper or 
(it) approved debentures of recognized land mortgage banks, which 
are declared Trustee Securities and which are readily market¬ 
able* The Bank is enabled to extend advances to provincial 
co-operative banks for ninety days against the security of 
(i) promissory notes of central co-operative banks and drawn for 
financing seasonal agricultural operations; (it) promissory now 
of approved co-operative marketing or warehousing societies 
endorsed by provincial co-operative banks and drawn for the 
marketing of crops; (m) promissory notes of provincial co-opera¬ 
tive banks supported by warehouse receipts or pledge of goods 
against which a cash credit or overdraft has been granted by 
the provincial co-operative bank to marketing *or warehousing 
societies. 

The Reserve Bank set up the Agricultural Credit Department 
in April, 1935 as required by the Act, to study all questions of 
agricultural credit, offer expert advice to the Covemment and 
co-operative banks, and to co-ordinate the operations of the Bank 
regarding agricultural credit and its relations with provincial 
co-operative banks and any other bank or organization 
engaged in the business of agricultural credit The Agricultural 
Credit Department submitted a Report on Agricultural Credit 
to the Government of India in December, 1937. The Department 
has also issued a few interesting and instructive bulletins on the 
Banking Union at Kodinar (1937), Co-operative Village Banks (1937)* 
Recent Developments in the Co-operative Movement in Burma 
(1938), and Co-operation in Panjawar (Punjab) (1939), etc. It has 
also recently published a Review of the Co-operative Movement in 
India. 

The Reserve Bank clearly stated its attitude to co-operative 
finance. The main function of the Reserve Bank as a central 
banking institution is to create healthy monetary conditions in 
which investors can profitably and securely invest their funds and 
debtors obtain due loan facilities. The Reserve Bank is a lender 
in the last resort, when other available credit facilities fail to 
cope with normal business requirements. It cannot act as an ajpejfc 
bank for the co-operation movement. In financing, the Reserve 
Bank will go by its own decision according to expediency of the 
circumstances. It will help provincial co-operative banks to tide 
over temporary shortage of funds and will not grant at present 
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dtsh credits to co-operative banks, who are entitled under the Act 
td receive loans against the pledge of Government securities. 

The Reserve Bank advises Co-operative banks from time to 
toe on the practice of sound banking. It suggested to them to 
advance only short-term loans and maintain adequate liquid 
resources. One of the conditions for obtaining financial accom¬ 
modation from the Reserve Bank is that a provincial co-operative 
bank should maintain with the bank cash balances the amount 
of which should not be less than 2A per cent, of the demand liabi¬ 
lities and 1 per cent of the time liabilities of such a bank and 
that it should submit to the Bank periodical statements prescribed 
for the purpose. Only a few provincial co-operative banks have 
taken advances of small amounts from the Reserve Bank against 
Government securities on a few occasions since 1938. 

The Reserve Bank expressed the hope that it will be able to 
expand its relations with co-operative banks in due course. Attempts 
should be made to bring indigenous banks within the orbit of the 
Reserve Bank to enable it to strengthen and stabilise agricultural 
finance in India. 

Co-operative Institutes :—The Bombay Provincial Co¬ 
operative Institute aims at propagating co-operative education. The 
All-India Co-operative Institutes' Association aims at fostering co¬ 
operation by co-ordinating the activities of the various institutes. 
The Indian Provincial Co-operative Banks' Association aims at 
collaboration among different societies in finance, legislation and 
administration. 

Analytical Study of the Co-operative Movement :—The 

co-operative movement in India has been started on Government 
initiative and it is the guide, friend and philosopher of the entire 
movement. The provinces control the movement through the 
Registrar of co-operative societies acting under a popular Minister, 
The provincial governments of Bombay and Madras have helped 
the Provincial Land Mortgage Banks to raise loans on the guarantee 
of the Government. Various provinces have inaugurated co¬ 
operative training centres to educate officials and non-officials in 
principles of Co-operation. 

It has been observed that in recent years, official control 
has been expanding to rectify the defects of the movement, which 
encountered serious difficulties during the post-war period. The 
movement has grown to unmanageable proportions and the official 
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tendency has been directed towards consolidation rather than 
extension* Although the movement requires state assistance, 
having touched only the fringe of the population* it should be 
remembered that the basic principle of co-operation consists in 
self-help, self-reliance. After consolidating the progress made, 
attempts should be made to leave the movement alone. Spoon¬ 
feeding by the state ought to cease after,a certain stage. The 
movement must be encouraged to grow from within. 

By results, the co-operative movement stands fully vindicated. 
It has provided rural finance at reasonable charges and afforded 
enormous facilities of cultivation and marketing to agriculturists, 
who have also been taught to live a better life. Equally artisans 
have reaped substantial benefits in the form til credit and 
marketing facilities. 

Despite the progress made so far, the movement has revealed 
certain weaknesses, which ought to be rectified. Co-operation has 
been universally recognised as the best mechanism for improving 
both agricultural and cottage industries. It is imperative to re¬ 
orient and re-vitalise the movement pruning all the defects revealed 
in past working. In its statutory report, the Agricultural Credit 
Department made some notable suggestions. The overdue and 
long-term loans of co-operation societies should be separated from 
short-term loans and they should be so scaled down that they can 
be repaid out of agricultural profits within 20 years. This can be 
done partly by writing off from resources and partly by selling 
assets of the borrower and the balance should be transferred to 
a Land Mortgage Bank. Fresh loans should be given preferably 
in kind. Crop Loan Societies have been organised in West and 
East Bengal and Berar to finance current cultivation. Central 
Banks are being organised and rehabilitated. Greater attention 
should be paid to build up adequate reserves. Loans ought to be 
normally confined to cultivation progress. Loans for fixed capital 
equipment and unproductive purposes should be strictly limited 
to the repaying capacity of the borrower and widely publicised to 
prevent him from borrowing elsewhere. Primary societies forming 
the pivot of the entire movement should be reorganised on sound 
lines preferably in the direction of multi-purpose societies. They 
should strengthen their financial position by attracting share capital 
and deposits from members through thrift and earmark funds 
for reserves. Primary societies may profitably federate into 
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Backing Unions in matters of finance, supervision and education. 
, Co-operative marketing should be encouraged and primary societies 
, are suited to undertake the task of co-operative marketing. Central 
Banks ought to be split up into Banking Unions of convenient 
size and Central Banks should take greater interest in supervising 
the work and progress of affiliated members. It is necessary that 
Provincial Banks must closely supervise the entire movement and 
offer right guidance to all members. All banks must maintain 
adequate liquid resources, build up a strong reserve position and 
exhibit a correct position in balance sheets, disclosing all arrears, 
overdues and bad debts. They ought to establish contacts with 
first class commercial banks and accept their guidance. The banks 
should abandon the practice of advancing loans for long periods 
with deposits collected on a short-term contract. The Registrar 
and other staff members of the Co-operative Department should 
Ik* well tutored in principles of co-operation, agricultural and cottage 
economics and banking. The following interesting statistics are 
reproduced. 


TABLE I 

Overdue Loans in Agricultural Societies, 1944-45 
(in lakhs of rupees) 

| j | Percentage of 


Province 

Working 

Capital 

Loans due 
by 

individuals 

Overdue 
| loans by 
individual* 

| OVtRDUE 

Working 

Capital 

; LOANS TO 

Loans 

due 

Madras 

1 5,75 

3,60 

86 

15 

24 

Bombay 

3,87 

2,20 

75 

19 

34 

Sind . 

86 

49 

26 

| 30 

53 

Bengal (E. & W.) ... 

5,90 

3,04 

2,50 

44 

85 

Bihar 

66 

33 

18 

27 

55 

Orissa 

47 

33 

21 

49 

64 

United Provinces ... 

1,61 

1,04 

19 

1 12 

18 

Punjab (E. & W.) 

5,93 

3,17 

64 

! U i 

| 

20 

Central Provinces and 




Berar 

75 

53 | 

11 

15 

21 

Assam 

14 

5 

5 

36 

100 

Mysore 

50 

32 

15 

30 

! 47 

Baroda 

61 

29 

5 

8 

17 

Hyderabad (Do.) ... 

95 

58 

10 

11 

17 

Gwalior 

31 

42 

21 

68 

50 

Indore 

30 

27 

Kashmir 

46 

27 

11 

24 

31 

Travancorc 

48 

21 

13 

27 

62 

Total 

30,53 

18,20 

6,79 

22 

(average) 

37 

(average) 
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TABLE II 


Number of Societies be Provinces an» States for 1944-45 


Province 

1 ,§ 

l| 

1 !■§. 
A 

V 

i i 

§| 1 

P ] 

f 1 

gS ! 

.P 4** 

11 ! 
CO 

l 

< 

l 
* : 
25 i 

' -g ” 

1 
§ s 

11 

£ 

!l 

jg*"* SO 

J S.1 

I 

2 , 

3 

4 

5 

6 

1 

8 

Madras 

i ! 

SI 3 | 

31 

247 

11,878 ! 

i 

3,452, | 

15,608 

30 4 

Bombay 

21*7 

13 

117 

4,885 

1,637; 

6*632 

30*7 

Sind 

49 

1 

I 

859 

211 

1,072 

21*9 

Bengal <£. Sc W.) . 

61*9 

120 

1 

39,624 

2,424 : 

42,168 

68*1 

Bihar . 

37*9 

4$ 

1 

8,456 

203 

8,705 

2>0 

Orissa 

9*1 

15 

♦ r 

2*672 

370 

3,057 

33*6 

United Provinces 5 

56 2 

65 

1 

17,141 

1,104 

1WH 

32*6 

Punjab (E, Sc W.) . j 

29 6 

121 


20,390 

5,927 

26,438 

89 3 

Central Provinces and j 








Berar 

17 6 

36 

6 

5,469 

668 

6,179 

35*1 

Assam . . . 

10*5 

19 

t .. 

Mil 

1,452 

2,582 

24 6 

N *W, F. Province 

34 

5 

| . 

943 

80 

1,028 

30*2 

Coorg 

02 

\ 

! 13 

265 

57! 

336 

168*0 

A j mer-Mer wara 

06 

7 

j 9 

601 

187 

804 

134*0 

Hyderabad adminis¬ 





I 



tered area (now 





j 



part of the State) 

0*1 


1 


18 

19 

19*0 

Delhi 

1 1 3 

1 

,, ! 

** 

240 

i 144 

385 

1 29*6 

Total (for India and 


1 j 






Pakistan) 

306 3 

480 1 

396 

1 . 

1,14,534 

17,934 

J 1,33,344 

; 43*5 


Indian Co-operative Union :—The 8th Ail-India Co-opera¬ 
tive Conference held at Bangalore in May, 1949, decided to form 
an Indian Co-operative Union which will in future control and 
guide the co-operative movement in the country. The Union will 
devote its attention to the promotion and propagation of the co¬ 
operative movement in the Indian Union including the acceding 
States. It will organize co-operative education and training and 
conduct researches in the field of co-operation. AH future all- 
Indian co-operative conferences will be held under its auspices. 
The Union will also publish the Indian Co-operative Revidfv and 
maintain a library. The membership of the Union will he open 
to all provincial co-operative societies, institutions and federations. • 
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CHAPTER XIV 

A GENERAL STUDY OF INDIAN INDUSTRIES 

A Historical Retrospect Indian industries attained a 
high degree of prosperity and perfection during the eighteenth 
•century and began to languish from the beginning of the 
nineteenth century owing to the working of several unfavourable 
influences. The few existing industries revealed signs of decay from 
the second half of the nineteenth century owing to Governmental 
indifference and foreign competition, which was favoured by the 
Government to the detriment of Indian industries through the 
imposition of cotton excise duties, preferential railway rates, etc. 
The necessity for resuscitating Indian industries began to engage 
attention from the end of the nineteenth century. The Famine 
Commissions of 1880 and 1901 traced the origin of famines in 
India among other factors to a lack of diversification and develop¬ 
ment of industries. The want of a state policy for the promotion 
of Indian industries assumed political significance, which was 
given a concrete shape by the institution of the Indian National 
Conference in 1905 in collaboration with the Indian National 
Congress. This alliance worked greatly to annul the partition of 
Bengal and the Swadeshi movement with its counterpart of the 
Boycott opened a new vista of hope of industrialisation of the 
country. A new wave of industrial enthusiasm was witnessed 
throughout India and a large number of indigenous industrial 
enterprises grew up, although most of them came to grief owing 
to haphazard growth, lack of practical experience and financial 
resources and want of any state encouragement. A® a matter of 
fact, the boycott movement antagonised the Government, who 
drifted from a policy of laissez faire to one of hostility to Indian 
industrial enterprises. The few organised industries that existed in 
India before 1914-18 were the cotton mill industry of western 
India, the jute industry of Bengal, the coal mining industry of 
Bengal, Bihar and Orissa, etc. The Tata Iron and Steed Company 
was inaugurated at Sakchi (Jamshedpur) in 1907 and began work¬ 
ing from 1912. Miscellaneous industries in the shape of cotton 
gin presses, jute presses, paper mills, rice mills, sugar factories. 
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petroleum refineries, leather works, engineering workshops, etc* 
also sprang up, but they were mostly of small sizes. Even these 
industries of importance were largely initiated with foreign capital 
and enterprise. 

The East India Company originally supported the develop¬ 
ment of industries, which helped their export trade, but subse¬ 
quently they stopped doing so, owing to the opposition of the 
vested interests of British manufacturers. India was regarded as 
the supplier of raw materials and England should provide Indians 
with all manufactured products. This policy was pursued by the 
State right up to the end of the nineteenth century. The Govern¬ 
ment had no comprehensive policy of industrial development and 
only took piecemeal measures of providing with some technical 
education and statistical information. Some change in Govern¬ 
mental attitude was indicated in 1905 with the creation of the 
Imperial Department of Commerce and Industries at the instance 
of Lord Curzon. The Governments of Madras and United 
Provinces followed suit and took active steps to help industriali¬ 
sation in their respective provinces. Encouraged by their success¬ 
ful experiment in the aluminium industry, the Government of 
Madras gave fillip to handloom weaving, chrome process of 
manufacturing leather, etc. These state encouragements were 
resisted by the European commercial community and Lord Morley 
the then Secretary of State deprecated the Government’s initiative 
to start new industries for experiment and demonstration with the 
Object of eventually transferring them to private enterprise. The 
dictum of Lord Morley damped all state initiative and a brake 
was put on furdier activities of Governments both at the Centre 
and Provinces. Lord Crewe, successor to Lord Morley, reversed 
this policy and favoured Governmental initiative for the develop¬ 
ment of Indian industries. The Government of India were shy in 
taking active steps, because they had not the requisite equipment 
and organisation. 

Industrial Development during 1914-18 i—The war of 

1914-18 brought out certain outstanding important features. The 
cutting of enemy countries’ supplies coupled with the pre-occupa¬ 
tion of Allies reduced India’s imparts and demonstrated India's 
precarious dependence on foreign countries. The absence of 
foreign competition could not be availed of by India. Japan and 
America stepped in the Indian market and established strong 
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footholds. The war also demonstrated how India cmMbe more 
helpful to the Allies if she had her own industries. Time con¬ 
siderations led to the appointment of the Industrial Commission 
in May, 1916, and it reported in 1918. The Commission strongly 
recommended the industrialisation of India and that the Govern¬ 
ment should actively assist in this process of the country*# 
industrialisation. The Commission suggested the creation of 
technical and chemical services and the establishment of the 
Provincial Boards of Industries. It suggested that the Govern¬ 
ment should be equipped with the necessary administrative 
equipment for the purpose and command up-to-date information 
on scientific and technical matters. 

The Indian Munitions Board The Indian Munitions 
Board was established in February, 1937 to control and develop 
Indian resources, with special reference to the needs created by 
the war, to limit and co-ordinate demands for articles not manu¬ 
factured and produced in India and to apply the manufacturing 
resources o£ India to war purposes in order to reduce demands 
on shipping. It was enabled indirectly to help the growth of 
indigeneous industries by direct purchases of article# and materials 
in India, the diversion through the priority system and control 
over Home indents, of ail orders from the United Kingdom and 
elsewhere to manufacturers in India, assistance to individuals and 
firms who desired to import plants or engage experts or skilled 
labour from abroad and the dissemination of information and 
expert advice to persons prepared to set up new industries in India, 
Departments of Industries were instituted at the end of the war in 
all provinces according to the recommendations of the Industrial 
Commission, The Munitions Board was subsequently merged in 
the Imperial Department of Industry and Commerce, 

Industries like cotton, jute, iron and steel, leather, engineering,, 
chemicals, minerals, acids, oils, paper, glass, cement, paints, etc* 
received an unprecedented fillip from die activities of the Muni¬ 
tions Board. Departments of Industries were created in provinces 
after the war' and the Munitions Board was amalgamated with 
the Imperial Department of Industry and Commerce. After the 
reforms introduced by the Government of India Act of 1919, the 
provinces were placed in charge of industries. ' 

Industries during Post-war Period t— There was an Sndua* 
trial boom after the war and a large number of company flota- 

12 



WS& , * Wmm AND PAKISTANI ECONOMICS 

• Sldlit. Industries reaped large profits and paid handsome dividends. 
Suites of stocks and shares rose to great heights. The boom was 
'j?l»id.pcd by post-war inflation and high prices, but it was rather 

^WOn-lived, 

Vo 

; Signs of an economic depression in India were witnessed from 
, 1920 and it gradually gathered momentum. The demand for 
goods dropped and prices declined following war exhaustion and 
the depression was aggravated by the deflation of several foreign 
currencies. A big slump in the exchange value of the rupee from 
1920-2! hit the importers hard, while exporters felt the full 
Impact of the previous high exchange values. New industries 
built and replacements made during the boom period were faced 
with great losses. There were a number of company failures and 
existing industries found it extremely hard to carry on. The 
subsequent rise in the exchange value of the rupee from 1924 
aggravated the severity of the depression in India by placing 
Indian industries at a serious disadvantage in competition with 
foreign products. The New York crisis of 1929 brought about a 
world slump in prices and the Indian economy began to feel the 
full impacts of these catastrophic drops in prices. There was a 
severe depression in prices of agricultural products and the pur¬ 
chasing power of the Indian masses was seriously curtailed, The 
continued depreciation of foreign currencies dumped foreign 
articles in the Indian market, which could not absorb the supplies. 
The supplies from indigenous sources and Indian industries and 
agriculture in consequence were confronted with a crisis of 
serious magnitude. 

There was a turn of the tide from 1932, when nearly all 
Indian industries showed an increase in production. The produc* 
lion of sugar was trebled during 1929-37 and that of cotton textiles 
doubled. Large increases were also registered by the cement, iron 
and steel, paper and jute industries. Although there was reduced 
purchasing power following an agricultural depression, the expan¬ 
sion of industries took place due to protection being granted to 
several Indian industries, large imports of machineries and stores, 
apd encouragement given under auspices of the Indian National 
Congress. With large sales and exports of gold in 1931, there was 
a larger supply of capital which facilitated several company 
'flotations. 
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Then there was again a recession in 1937-38. During the 
early part of 1937-38, there was business optimism, agricultural 
prices recovered and industries were prosperous. The production 
of sugar, iron and steel, cement, coal, paper, etc., rose, hut a 
set-back set in from October, 1937. There was again a short-lived 
revival by June, 1938, but unsatisfactory political developments 
put a brake on industrial revival up to the out-break of World 
War II. 

& 

Protective Tariffs in India t—The Indian industries which 
prospered during 1914-18 under the stimulus of war revealed signs 
of weakness when the foreign competition set in. This led to ah 
agitation for giving special encouragement to industries during 
the initial stages of development. The Committee of the Imperial 
Legislative Council appointed by the Government in February, 
1920 failed to report on the question of the Imperial Preference 
and a fiscal policy for India. It recommended the establishment 
of a Fiscal Commission for the purpose. The Fiscal Commission 
was accordingly appointed in October, 1921. It recommended a 
policy of discriminating protection to be administered through 
the Tariff Board and the Government accepted this recommenda¬ 
tion early in 1923. Accordingly a Tariff Board was established to 
investigate the claims of protection, by several industries. The 
iron and steel, cotton, paper, matches, sugar and other industries 
were accordingly given protection. This marked a departure in 
the Governmental policy, which from now onwards became one 
of helping the industrialisation of India through several means. 

Industrial Planning and the Indian National Congress :— 

Originally the Indian National Congress preferred the develop¬ 
ment of cottage industries in preference to large-scale mechanical 
industrialisation. There was a change in the attitude of Congress 
from the Presidentship of Subhas Chandra Bose, when it was 
realised that the development of large industries was essential for 
the prosperity of the nation and enhancing the international 
prestige of India. The Provincial Industries Ministers met at a 
Conference in Delhi in October, 1938 and appointed a National 
Planning Committee with Pandit Jawaharial Nehru as President 
to lay down a comprehensive plan for the economic development 
of India. The Committee sub-divided itself into 31 groups. It 
was the aim of the Committee to plan development in such a way 
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standard of living might be doubled within a period 

to 10 years, The work of the Committee was suspended since 
Jyptember, 1939, but was revived from September, 1945, The 
Ivktomittee finished its work in March, 1949 and was dissolved 
| after submitting its report to the Congress President and a copy 

* of the report was sent to the Government. All provinces and 

* States evolved their own Post-war Reconstruction Plans and some 
have started implementing their schemes of industrialisation in 
practice with their own funds and grants and loans received 
from the Centre. 

The Bombay Plan :—The Bombay Plan for the economic 
development of India framed by eight leading industrialists 
evoked general interest. It aimed at doubling the per capita 
income within 15 years of the working of the Plan. As popula¬ 
tion has been increasing at the rate of 5 millions a year, it would 
require trebling national income to achieve the objectives of the 
Plan. This meant increasing industrial production five times and 
agricultural output twice the existing levels. In order to secure 
a minimum standard of living, a per capita income of Rs. 74 at 
pre-war prices would be essential. The Plan classified industries 
into basic and consumption goods industries. The former included 
power-electricity, mining and metallurgy, engineering, chemicals, 
armaments, transport—.Railway engines, wagons, ship-building, 
cement, etc. 

The development of power industries was deemed essential 
for an overall growth of industries on all sectors. The potential 
reserves of hydro electricity in India were estimated at 27 million 
kilowatts, out of which only half a million was developed so far. 
Consumption goods industries to be developed included textiles, 
leather, paper, tobacco, oils etc. The scheme also envisaged 
further extension of small industries to secure additional employ¬ 
ment On the agricultural side, the Plan provided for additional 
railway mileage of 2,100 miles and doubling road mileage of 
3,00,000 miles. More harbours should be built to step up coastal 
shipping. It recommended the increase in the production of 
those crops which were necessary for feeding the population in 
accordance with the requirements of a nutritive diet. Co-operative 
farming was recommended to be the future pattern of our agri¬ 
cultural economy. Schemes of afforestation should be launched 
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in order to prevent further soil erosion. Improvements in yield 
ought to be brought about by better irrigation, better rotation of 
crops, use of better varieties of seeds, manure, scientific types of 
implements etc It also recommended the establishment Of a 
model farm for every group of ten villages in order to educate 
the farmers in the use of improved methods of farming. 

The estimated total cost of the 15-year plan is Rs, 10,000 
crores which the authors of the plan expect to realise from tho 
following sources: 

External Finance: 

Hoarded Wealth 
Sterling securities 
Balance of Trade 
Foreign Borrowing 


Internal Finance: 
Savings 

Created money 


10,000 


(Rs. crores) 
300 
1,000 
600 
700 

-2,600 


4,00Cfc 

3,400 


It is recognised that the estimated average per capita income 
of Rs. 65 is an arithmetical average which bears little relation to 
the real low income realised by the majority of the population. 
The per capita average itself varies from Rs. 51 to Rs. 168 in rural 
and urban areas, respectively. In 1931-32, one-half of the total 
urban income was in the hands of less than 10% of the urban 
workers. In rural areas, the income of the majority of the people 
must be less than the average of 51 rupees, because farmers 
holding less than 2 acres of land form a large proportion of the 
cultivating classes. Cultivators are usually unemployed for 3 to 
6 months in the year and agricultural labourers cam not more 
than 2 to 3 annas per day. The Plan therefore argued for a more 
equitable distribution of the national dividend, because increased 
production ultimately could be sustained through high consumers* 
demand, following an increased standard of living. Death duties 
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decentralisation of die ownership of the capital equip- 
of the country were in consequence advocated. There is 
a provision for social security in die shape of sickness 
ll^urance, old age pensions, technological unemployment insurance 
The Plan envisaged state control in the economic life of the 
^country in varying degrees. 

American Technical Mission ^Although the American 
Technical Mission headed by Dr. Henry Grady was appointed in 
April, 1942, to investigate into the possibilities of India’s produc¬ 
tion of war materials, it mentioned in its report in June, 1942, 
schemes of post-war industrialisation. The Commission recom¬ 
mended rhe regimentation and rationalisation of Indian industries. 
It urged the possibilities of increasing power alcohol, electric 
power, steel output and aluminium. It advocated the conserva¬ 
tion of tin and rubber and favoured the increase of the Govern¬ 
ment’s programme of training in special institutions and indus¬ 
trial plants. 

India’s Opportunity during World War II :—Foreign sup¬ 
plies weje cut off and increased war demands presented Indian 
industries with a unique opportunity, which was accelerated after 
Japan joined the war as an enemy. India became the supply centre 
of allies for the East, This was emphasised by the Eastern Group 
Conference at New Delhi in October, 1940 and the visit of the 
Roger Mission to India. The Eastern Group Council was located 
in this country. The modernisation of the Indian army as 
recommended by the Chatfield Committee gave a further fillip 
to the growth of Indian industries. The Department of Supplies 
was created and large orders for Indian goods were placed from 
overseas and from inside the country. Numerous war factories 
were started ami production in ordnance factories was expanded. 
During war, India became a bee-hive of activities and supplied 
numerous articles for the successful prosecution of the war. 
Meanwhile, the policy of the Government changed and it com¬ 
mitted itself to the active industrialisation of the country. The 
Government assured the new factories producing pipes, tubes, 
aluminium, etc., that they would be protected during the post-war 
period, if foreign competition was found to be harmful. Under 
the %rgept Committee’s recommendations, the Government 
launched in an ambitious programme of training war tedmiciam. 
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The opportunity of training Indiana in English factories under 
the Bevin scheme was fully utilised. 

Post-war Reconstruction Committees {—The Government 
of India set up the official Post-war Reconstruction Committee in 
June, 1941, which appointed four sub-commitees, namely, labour 
and Demobilization Committee, Committee on Disposal of War 
Contracts, Committee on Public Works, and Committee on Inter¬ 
national Trade and Agriculture. Subsequently a fifth Committee, 
drawn from Indian Universities, was set up. The Reconstruction 
(Co-ordination) Committee was intended to co-ordinate the acti¬ 
vities of the five Committees and to supply the necessary materials 
to them. The Co-ordination Committee was to receive the reports 
of other committees and guide them whenever necessary. These 
sub-Committees were composed of both officials and non-officials. 

The Labour and Demobilisation sub-committee was to form 
a stastisrical estimate of the increasing volume of employment in 
the industries primarily affected by war demands, tnz. } ordnance 
and clothing factories, engineering, textiles, etc.; to consider how 
far labour actually employed in a given direction could be 
employed in other directions without re-training; what, if any, 
arrangements for re-training could be instituted and what the 
direction of re-training should be; finally, whether any arrange¬ 
ments for relief works would be necessary and, if so, where and 
under what conditions of pay, terms of employment, etc.; to keep 
in close touch with the army authorities so that their plans of 
demobilization should not accentuate the problem of employment 
on the cessation of hostilities, and to consider whether the existing 
facilities of linking up the prospective employer with the employee 
were adequate in view of the employment crisis in the postwar 
period. The problem of employment is now being tackled by 
the Director-General of Re-settlement and Employment Exchanges, 
The aim of this department is to devise suitable methods of 
employing people in jobs, according to capacities and aptitudes. 
The department has also schemes of training people in different 
occupations. The object is to rationalise employments through- - 
out the country in a disciplined manner to derive optimum 
benefits from both the employers" and employees 9 points of view* 
The duty of the Disposal of War Contracts Committee wfre 
suggest arrangements in order to prevent the whole economic 
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■S^teture from being demoralised by a sudden cessation of war 
f#oduction, to taper off war production as commercial demand 
Extended and to arrange for die orderly disposal of surplus stocks 
, po as not to break prices and check incipient demands for new 
$ production. 

1 * The Committee on Public works and Government Purchase 
Policies was to investigate the problem of utilisation or re-cmploy- 
' ment of demobilised labour by evolving a Public Works Policy, 
which would accelerate Public Works as war demands tapered 
off. The Committee on International Trade and Agriculture was 
concerned with trade, internal trade and agricultural policies. 
The Consultative Committee of Economists was entrusted with 
the task of advising the Government in evohing suitable Post-war 
Reconstruction Plans and co-operating with other Reconstruction 
Committees. 

The Government set up a Planning and Development Depart- 
ment in August, 1944 and several Policy Committees were 
established on various subjects. The Industrial Adviser worked 
in collaboration with other Departments. The Government also 
started a Board of Scientific and Industrial Research in 1940 and 
established it on a firm footing by an annual grant of Rs. 10 lakhs 
for a period of five years in the first instance. 

In spite of all these planning committees, no substantial 
results were achieved in practice. Although Provinces ennuciaied 
their five-year plans in co-operation with the Central Planning 
Department, nothing much was done in practice, due to lack of 
co-ordination among various planning organisations and absence 
of requisite knowledge of the civil servants, who were placed in 
charge of various schemes. Subsequently all these schemes had 
to be put off owing to Governments’ pre-occupation with the 
mounting food crisis and Refugee problem, following the division 
of the country. The partition of the Indian sub-continent con¬ 
fronted the Governments with peculiar problems of trade, indus¬ 
tries and employment. Large numbers of people were uprooted 
from their traditional livelihood and migrated into India helpless 
and destitutes. The Government of India tackled this huge 
problem of the refugees with vision and calmness. Already a 
large sum exceeding Rs. 32 crores have been spent for the 
rehabilitation of the refugees, who are being engaged in useful 
occupations of various categories. The Government has been 
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pursuing sound schemes of absorbing the refugees in cottage and 
small industries and agriculture, 

* 

Industrial Backwardness of India Despite a gratifying 
•expansion of Indian industries during the post-war period, the 
industrialisation of India is still far from What is desirable and 
not commensurate with our population and resources* It has 
been rightly urged that the rapid industrialisation of the country 
is essential for raising our National Dividend and stepping up 
the standard of living of the masses. An industrialisation of 
India does not imply neglect of agriculture, which at present 
occupies disproportionately larger importance in national economy. 
A balanced development of agriculture and industry is desirable 
for a sound and healthy economic structure of our country. 
Agriculture and industry should be simultaneously expanded and 
improved as complementary to each other. The industrialisation 
of the country will greatly assist agriculture by making increased 
demands for agricultural products and pave the way for the 
modernisation and mechanisation of our agriculture through 
relieving pressure of population on land. Industries also will 
benefit substantially from an improved agriculture, which by 
increasing the purchasing power of the masses will create an 
extensive market for consumers* goods. 


The prevailing industrialisation of India is characterised by 
certain outstanding drawbacks. Indian industries have specially 
grown in spheres, where risks are small and chances of profit am 
large. They have developed in a haphazard fashion and are 
unevenly distributed throughout the country. It is gratifying to 
observe that in order to have a balanced development of industries, 
the Government have evolved a programme of controlling major 
industries and introduced a system of licensing. The Govern¬ 
ment purports to decentralise industries and plan new industries 
in suitable areas throughout the country. 


So far, Indian industries have precariously depended on 
foreign supplies for semi-manufactured goods, stores, equipment 
and mechineries. The lack of machinery-making, chemical and 
metallurgical industries, which are basic industries is an outstanding 
defect of India’s industrial advancement. Heavy industries tike 
iron and steel, heavy chemicals, ship-building, etc., which are the 
nerve centre of all other countries have not been sufficiently 
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ed. In owier to remedy this defect, the Government of 
have planned to develop these basic industries either* as 
.jSxiely nationalised enterprises or in co-operation with private 
fTpbitaL There is a lack of technical personnel in this country 
^uad it is hoped that the Government's policy of encouraging the 
^employment of foreign capital in India will meet this difficulty 
" 'and suitable measures will be adopted to train Indians in the 
higher technique of industrial undertakings. Although Indian 
entrepreneurs of the calibre of Tatas have not been many, it is 
Reasonably anticipated that there will be no dearth of first class 
businessmen, once the ground for an all-round industrialisation 
is well prepared, Indian labour is intermittent, inefficient and 
migratory m character. It is true that considerable improve¬ 
ments have been effected in recent years in the character of 
Indian labour, there remains still much to be done. Indian labour 
Contains all the essentials of a good worker and with proper 
training and organisation, they can be made as good as they are 
in any other country. The Government of India have undertaken 
an extensive programme of creating an efficient and contented 
labour force through measures of welfare, social security, education 
and training. 


In spite of vast potentialities, India has not yet sufficiently 
developed her power for her industries. Indian industries have 
hitherto relied largely upon coal, which is after all limited. In 
order to have a full-fledged industrialisation of the country, it will 
fee fundamentally necessary to develop our water resources more 
fully. It is gratifying to observe that the Government have already 
engaged in an extensive piogramme of river valley projects, which 
On completion, are anticipated to yield between 25 to 30 million 
kilowatts of power. 

India is enormously rich in forest resources, which are as yet 
insufficiently developed. The Government of India are investi¬ 
gating into the possibilities of forest development on a more 
extensive scale and the recently held South-East-Asia Forest 
Conference has dearly demonstrated the great potentials, which 
Asia possesses in forest resources. 

Regarding the financing of industries, it was often said in the 
past that Indian capital is rather shy. In view of the fact that 
capital in India is invested to the extent of over Rs. 620 crores in 
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joint-stock enterprises, it will be now out of the mark to hold the 
view that Indian capital is shy. It is recognised that Indian 
capital is quite prepared to be invested in industries and com¬ 
merce, provided the private investors are assured of a reasonable 
return on their investments. At present there is a stagnation in 
the capital markets and this is not due so much to inherent 
shyness of Indian capital as to other extraneous factors. Private 
capital has been scared away in recent years by exaggerated fears 
of nationalisation and prevailing high rates of taxation. It fa 
however gratifying to know that the Government has been lately 
making best endeavours to encourage the formation of capital 
and savings by trying to give reliefs in taxation as far and as fast 
as practicable, consistent with the fiscal requirements of the state. 
The Government has also declared that there is a large field for 
private enterprise, which can grow uninterrupted by any fears of 
nationalisation. In spite of the amount of indigenous private 
capital, it is recognised that the financing of Indian industries, 
require positive improvements* 

Industries normally require finance for two purposes, namely. 
Fixed Capital or Assets and Circulating Capital or Current Assets. 
Money utilised for fixed assets is usually blocked up for a long 
period and its repayment is therefore spread over a considerably 
long period, while the finance required for current assets is 
repayable as soon as finished goods are disposed of. 

On an analysis of India’s money market, it will be dear that 
the prevailing credit institutions are essentially suited to short* 
term financing, while excepting private capital, Indian industries 
lack in suitable provisions for long-term credits in the absence of 
industrial or mortgage banks. The Reserve Rank of India fa 
essentially a bankers’ bank and is not meant for directly financing 
industries. The joint-stock banks and foreign exchange banks 
which derive their deposits repayable after a short period are not 
suited to long-term finance and experience showed how several 
Indian joint-stock banks came to grief by blocking their funds 
in long term projects. They can provide industries with short-term 
credits. Indigenous banks are not capable of financing Industrie® 
owing to their limited resources per individual unit and their 
lack of experience of the working of industries. The co-operative 
credit institutions are neither suitable for the purpose, except that 



I$8 INDIAN AND PAKISTANI ECONOMICS 

may be Utilised in a limited way for financing small-sized 
fMdustrial units. 

Several large industrial enterprises m India are therefore 
f^fwiiged to rely for finances upon managing agents, who not only 
buy a large block of shares and debentures of companies under 
their management, but also provide such companies with a sub- 
> stantial amount of working capital. Ir has also been found in 
practice that banks usually finance short-term industrial require¬ 
ments due to credits, commanded by the managing agents. Mills 
in Bombay, Ahmedabad and Indore have also a practice of drawing 
funds from public deposits. This system is rather a precarious 
source of industrial finance, because public deposits may be with¬ 
drawn at any time and are likely to prove to be tery dangerous 
^during period*s of crisis and depression, when funds are mostly 
requited. 

Although a few industrial banks were started in this country 
with the object of providing industries with long-term finance, 
nearly all of them Were subsequendy closed down after a short 
inglorious career. The Tata Industrial Bank was srarted under 
good auspices, but it soon ceased to be an industrial bank 
immediately after commencing business and was ultimately amal¬ 
gamated with the Central Bank of India in 1923. The Industrial 
Commission recommended the establishment of special industrial 
banks, to be operated under Government patronage. The Central 
Banking Enquiry Committee in addition to recommending the 
setting up of industrial banks also favoured the establishment of 
Provincial Industrial Corporations and an All-India Industrial 
Corporation, 

Although the State Aid to Industries Acts have been in 
^existence in East and West Bengal, Bihar, Orissa, Madras, East 
and Wesr Punjab, Bombay and Mysore since 1923, these Acts have 
not been of any substantial assistance from the point of view of 
industrial finance, because the total amounts advanced so far have 
been rather negligible. 

In order to meet the long-term financial requirements of 
industries, the Government of India has established the Finance 
Corporation and provinces are also gradually setting up their own 
Finance Corporations. The Governments of Bombay, Madras and 
United Provinces have already started their own Finance Corpora¬ 
tions. 
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Tbe Problem of Foreign Capital *—The question of the 
employment of foreign capital in India acquired special significance 
from 1923, when India adopted the policy of protection, The 
problem of foreign capital was examined by the Fiscal Com¬ 
mission of 1921-22 and the External Capital Committee, which was 
appointed in 1924 in connection with the debates on the Steel 
Protection'Bill in the Legislative Assembly. 

Latest unofficial estimates put the aggregate foreign capital 
in India between Rs. 800 crores and Rs. 1,100 crates, figures which 
themselves allow for a very generous margin of error* There is 
more of the element of certainty about the statements that re¬ 
patriation of capital during the past two years has been of the 
order of Rs. 60 to Rs. 70 crores and thar the bulk of foreign 
capital invested in India is British, the non-British portion being 
hoi more than 10%. 

For several years past unofficial estimates have been appearing 
of the amount of foreign capital held in India and of the rate of 
disinvestment during and since the war. Such estimates have 
consisted of more or less intelligent guess work, for the simple 
reason that public debi having been completely extinguished, 
remaining foreign capital at charge has been on commercial 
account, details of which have not been available to the private 
researcher except in the most general fashion. Nor could private 
or unofficial estimates be very reliable in the absence of an agreed 
method of valuation The Reserve Bank is collecting a census of 
foreign capital and the results are likely to be available at an 
early date. 

Foreign capital may be obtained either as loan or investment 
capital. If the internal resources are inadequate for the economic 
development of a country, there can be no objection to obtaining 
foreign loan for the purpose and Japan and America have actually 
taken the advantage of foreign loans to develop their internal 
economics. There has always been a support of this type of 
foreign capital in this country, because it is stated that by taking 
Ipans, foreign investors are merely paid the due interest charges* 
Instances of such loans are provided by various state, municipal 4 
and port authorities’ bonds, debentures of companies and bank 
loans. Although the Government and semi-government rnstitu- 
tions may borrow at comparatively convenient rates abroad, the 
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Capital Committee favoured the raising of rupee loans, 
are likely to encourage the saving and investment habits of 
m people and provide industries with first-class papers against 
ch they can borrow from banks and other credit institutions. 


Advantages of Foreign Capital t —In order to increase die 
National Dividend, a rapid industrialisation of the country is 
urgently called for and it is assessed that indigenous resources 
are not sufficient to foot the bill of an all-round industrialisation. 
It is therefore to die economic benefits of the country to allow 
die investment of foreign capital for the purpose of industrialisa¬ 
tion. It is true that profits on foreign capita! investments go out 
of the country, but in return the country derives enormous advan¬ 
tages in huge wage bills. In addition, the country gets the benefit 
of technical skill, capital equipment and organisation. These 
benefits arc likely to be ol permanent value to the country, if 
foreign capital is persuaded to train Indians in the technique of 
the industries, which are developed. It is also claimed that 
foreign capital bears the pioneering risks of entei prises and thus 
paves the way for the incoming of indigenous capital. In recent 
years it has, however, been found that Indian capital is coming 
forward to undertake risks in new enterprises r.g., ship-building, 
air-craft manufacture, heavy chemicals, etc. Instances are now 
becoming frequent, where Indian capital is collaborating with 
foreign capital. Thus for example, Birla-Nuffield combine for the 
manufacture of automobiles and the Tata-Imperial Chemical 
industries are illustrative of such joint enterprises. 


Disadvantages of Foreign Capitals— It is argued that 
foreign investments take profits out of the country and constitute 
as such a drain. Some would like to go so far as to postpone the 
industrialisation of the country rather than allow such profits to 
be sent abroad. Objections of this kind take special importance 
in case of key industries or Defence industries. It has been 
particularly pointed out that foreign capital should not be utilised 
in mineral industries, because such assets can never be replaced. 
Complaints have been made that foreign enterprises are always 
run by foreigners and they do not allow any opportunities for 
training Indians nor are they willing to co-operate with Indians 
in management. This type of complaint was fully justified until 
recently. 
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The 103$ Constitution and Foreign Capital l*~The Gov¬ 
ernment of India Act. 1935, contained the following important 
provisions regarding the employment of foreign capital in India. 

British subjects domiciled in the United Kingdom cannot be 
•denied the right of entry into British India nor could any 
disability be imposed on them in regard to travel, residence, the 
holding of property and of public office or die carrying on of any 
occupation, trade or profession in British India. No differentia¬ 
tion in respect of taxation against British subjects domiciled in 
the United Kingdom or Burma and British companies or com¬ 
panies incorporated in the United Kingdom or Burma is permitted. 
British companies carrying on business in India are eligible for 
any grant or subsidy to the same extent as is payable to companies 
incorporated in British India. No ship or aircraft registered in 
the United Kingdom shall be subjected to any treatment which 
is discriminatory in favour of ships or aircrafts registered in British 
India. Permission is given to Indian Legislatures to confine 
subsidies for the encouragement of trade and industry, in the 
case of companies not engaged in such branches at the time of 
the legislation, to such bodies as are incorporated under the rules 
of British India and which offer facilities for training Indians, and 
have up to half of their directors Indians. The provisions 
regarding discrimination hold good only so long as corresponding 
•discriminatory treatment is not shown in the United Kingdom 
against Indians or Indian companies. Moreover, these provisions 
would be suspended in case a convention is made between His 
Majesty’s Government and die Federal Government ensuring 
similarity of treatment to each other’s nationals and companies, 
aftet the establishment of the Federation. 

In addition, the Instruments of Instructions to the Governor- 
General and the Governors give wide discretionary powers to them 
in the matter of assenting to bills, enabling them to withhold 
their assent from any measure which, though not in form dis¬ 
criminatory, would in their judgment have a discriminatory effect. 
In case of doubt as to whether a particular bill does not offend 
against the intentions of the Constitution Act in matter of 
discrimination, the Governor-General and Governors are required 
to reserve the bill for the signification of His Majesty's pleasure, 

Present Policy in regard to Foreign Capital t-—It is true 
that a country would benefit most if all capital could be raised 
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fctteirially alnd India should make strenuous efforts to increase her 
. #pital within the country. Though the Government of India 

been lately pursuing a national policy of developing capital 
; liormatkm in the country, it is recognised that in order to imple- 
ment the full industrialisation of the country indigenous capital 
, should be supplemented by foreign capital It is now found in 
practice that the country does not possess sufficient capital which 
is urgently required. Recently it has been felt that the format 
tion of capital has been retarded by a multiplicity of factors, 
Which also account for temporary shyness of available resources. 
Recent developments in political and economic fronts have also 
resulted in a transfer of foreign capital out of India and encourage¬ 
ments of foreign investments were lacking. These made the 
capital market in India extremely stringent. It is however grati¬ 
fying to observe that the Government is endeavouring its best to 
revive confidence in the capital market and the latest statement 
of Governmental policy in regard to foreign capital should be 
regarded in this direction as a right step. 

Now that we have our own Government, there is no reason 
to be afraid of foreign capital because it will be allowed to func¬ 
tion to the best interests of the country and many of the old 
objections will appear to be of no validity. 

It has been rightly pointed out that foreign capital is 
desirable at this stage and efforts should he made to attract it to 
India. I)r. Mathai, India’s Finance Minister, correctly pointed 
out that foreign investments arc preferable to foreign loans. In 
Case of loans, India will be committed to regular payments, 
irrespective of the yields of particular projects and there is no 
guarantee that these industrial schemes will be remunerative or 
are likely to give any returns within a specified period. It is not 
worthwhile to undertake such risks at the present stage of the 
country’s development. He pleaded for foreign investments, 
indicating that foreign capital should be free to take the usual 
hazards of business, India will gain substantially from foreign 
investments, which will simultaneously bring the requisite 
technical skill and knowledge and capital equipment, which is so 
difficult to procure under the prevailing economic set-up of the 
world 

The Prime Minister of India, Pandit Nehru recentlj 
announced the Government’s policy in regard to foreign capita 
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and Ms statement Ms been received with satisfaction Sft* business 
cirdes. The Government has tackled this problem with realism 
and practical insight. Foreign capital has been welcomed in 
India, but cafe has been taken to see that it operates to the benefits 
of India. Unnecessary restrictions, which are likely to scare away 
foreign capital have been discreetly avoided. 

The Government of India invites foreign investments in a 
constructive and co-operative role in die development of India’s 
economy. It has been recognised that in tirder to speed up an 
ad-round industrialisation of the country, Indian capital needs to 
be supplemented by foreign capital. The necessity of foreign 
investments has become specially important during recent years, 
because it is becoming increasingly evident that Indian capital 
is fast reaching the limit of possible expansion. Foreign collabora¬ 
tion has become imperative under the presebt economic set-up of 
the country in order to pool the requisite scientific, technical and 
industrial knowledge and capital equipment. 

All foreign undertakings will be allowed to operate in the 
same way as Indian enterprises within the framework of the 
Government’s industrial policy and they will be governed by 
conditions which are equally applicable to indigenous enterprises. 
Foreign enterprises will be allowed ro earn profits and withdraw 
capita] investments and to remit both overseas subject only to 
considerations of foreign exchange. Fair and equitable compensa¬ 
tion will be paid when a foreign enterprise is compulsorily acquired 
by the state and reasonable facilities will be given for the 
remittance of such proceeds. It has been announced that major 
interests m ownership and effective control of a foreign under¬ 
taking should vest ordinarily in Indian hands except in special 
cases. Regarding the employment of personnel, the Government 
would not object to the employment of non-Indians in technical 
posts when Indians with requisite qualifications are not available, 
but the Government attaches vital importance to training Indians 
for such positions at an early date. The Prime Minister 
emphasised that the Government of India has no desire to injure 
in any way British or other non-Indian interests. 

The Government of India has also appointed a committee to 
examine all cases of prospective foreign enterprises and It k 
understood that a good number of applications for foreign invest¬ 
ments in India has already been received. 

13 
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System i-In India the managing agency 
system has developed as an important method for managing public 
'Spited companies. Broadly speaking, managing agents undertake 
|4|@n behalf of the shareholders of a company to manage the affairs 
the latter in return for certain remuneration. The Indian 
,i Cbmpanies Act defines a managing agent “as a person, firm op 
^ flfltnpan y entitled to the management of the whole affairs of a 
* company by virtue of an agreement with the latter, and under 
the control and direction of the directors except to the extent, if 
any* Otherwise provided for in the agreement, and includes any 
person, firm or company occupying such position by whatever 
name called’’. 


The Managing Agents originated in India during the latter 
part of the nineteenth century owing to the fact that they 
pioneered new industries in India; they could alone supply to 
industries trained and efficient managers, and they also supplied 
industries with finance when capital was shy. 

Generally, managing agents in India perform three main 
functions, namely (a) they promote and pioneer new industries, 
(b) provide finance and (c) perform day-to-day management of 
a company like a manager or a managing director. 

Though managing agents must be credited with having 
established in India several successful industries, which even 
now they are managing, abuses cropped up in the system, which 
tended to fall into disrepute. These abuses continued in full 
swing rill 1936, when the amendment of the Indian Companies 
Arit statutorily recognised the system for the first time, and 
attempted to reduce the powers of managing agents in such a 
way as to purge them of many ills, and keep them going with 
reasonable safeguards. 

The Indian Companies Act defines their exact powers, 
prevents them from usurping all residual powers as they used to 
do before, and put them under the control of the Board of 
Directors. No new managing agents can remain in office far 
more than twenty years subject to re-in statement by the share¬ 
holders of a company, and existing managing agents cease to be 
in office at the end of twenty years notwithstanding anything con¬ 
trary contained in previous agreements, subject to r eins t atem e n t 
in the previous case. A company rifay remove a managing 
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, w .. il! he i« convicted of criminal offences. Afgpotmment, 
dismissal and Variation in contracts of managing agency agree¬ 
ments are made dependent on shareholders. The remuneration 
of managing agents can only be stipulated as a certain percentage 
of net profits with a provision for minimum remuneration in case 
of inadequacy or absence of profits together with an office 
allowance. Any other emoluments must be sanctioned specially 
by the shareholders, and rules have been laid down for arriving 
at net profits. No company is allowed to give or,guarantee loans 
to managing agents, nor inter-investment of funds is permitted, 
that is to say, managing agents, when controlling more than one 
company cannot transfer or invest funds of one company to or in 
that Of another under same management. Managing agents are 
prohibited from doing on their own account any business which 
is already done by any of their managed companies. They cannot 
nominate more than one-third of the Board of directors of any 
company under their management 


Again, the amendment of the Indian Companies Act has 
further provided that no managing agency system can be allowed 
to function in die case of banks and kindred institutions. 
Managing agents are also forbidden to exist in the case of 
insurance companies by the Indian Insurance Act of 1938. 


In spite of these various statutory safeguards, managing 
agents are often subjected to criticism, and constant propaganda 
is afoot to abolish the system altogether. It is rightly contended 
that whatever might have been their justification in the past, 
managing agents are now superfluous economic institutions, and 
the sooner they go the better. In view of the fact that other 
countries have successfully introduced democratic control of 
industries through shareholders by appointing "paid managers, 
there is no reason why the same should not be done in fhdia. 
Moreover, it cannot be gainsaid that already successful industries 
in India have grown up independently of managing agents, and 
so the indispensability of the institution is dubious. 

In pointing out the economic drawbacks of managing agency 
firms a distinction ought to be made between European marm^tng 
agency firms functioning mostly in Bengal, Bihar and Assam, 
and Indian managing agents, who mostly prevail in Bombay and 
Ahmedabad. 
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’* It may be admitted without any reflection upon Indian firms, 

, European managing agency firms are more efficient and less 
Jijjoasive. They have, in addition, an inherent merit of taking 
♦ “outside takm'* as partners in managing agency firms* 
v on merit and industrial considerations. Most of diem 

pWtt not usually hereditary in character, and by thus recruiting 
outside experts, they can maintain continuity of policy and 
efficiency. 

Indian managing agency firms are more or less strictly 
hereditary, and outsiders are rarely taken in as partners except 
on urgent financial considerations. They are more expensive and 
inefficient. 

It is also complained that managing agency firms, by con* 
v trolling more than one concern doing same or different types of 
business, generally undergo undue strain and exertion. As a 
consequence, whatever is saved in administration costs is eaten up 
by inevitable inefficient management due to lack of attention. 
Besides, if managing agents control more than one concern 
doing same type of business, it may give rise to undue and 
unfair competition. Lastly, it should be noted that the danger 
of managing agency firm type of management consists in the fact 
that fortunes or misfortunes of managing agents are bound to 
affect the fate of a company under their management. A com¬ 
pany which is doing well may go down, only because its managing 
agents may not be faring well. In addition, we should remember 
that managing agents when they speculate in the shares of their 
companies may so manipulate inside matters of those companies 
as to redound to evil results as far as the shareholders are 
Concerned. 

The managing agents have no links with the public. They 
have created a divorce between banks and the public, and the 
result is that banks cannot tap the public for money to utilise 
it in industries. 

Discriminating Protection in India :—The Indian Fiscal 
Commission laid down the following principles of discriminating 
protection for the guidance of the Tariff Board, which was set up 
in 1924, to consider the claims of various industries to protection. 

The industry must be one possessing natural advantages, 
v such as an abundant supply of raw materials, cheap power, a 
sufficient supply of labour, and large home market. 
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The industry must be one which, without the,b«3j> of protec¬ 
tion, h either not likely to develop at all or is not likely to develop 
so rapidly as is desirable in the interests of the country. 

The industry must be one which will eventually be able to 
face world competition without protection. 

It was further laid down that industries, subjected to die law 
of increasing returns with possibilities of camring to the entire 
domestic needs within a reasonably short period should be con¬ 
sidered fit for protection. Protection may be adopted as a measure 
against dumping or depreciated foreign currencies. Bounty-fed 
foreign articles may necessitate the imposition of protection. Key 
industries should be specially considered for protection. The 
Fivscal Commission stressed the importance of adnfinistering the 
policy of protection with the utmost discretion and care. The 
maxim, “Nurse the baby, protect the child and free the adult” 
should be followed in practice, fn awarding protection, it should 
be carefully noted that protection is neither too litde as to be 
non-effective nor too much as to destroy all initiative. 

Protection m India has been urged on various reasons amongst 
which the infant industry argument ranks pre-eminently important. 
It is argued that under protection, a large number of industries 
is likely to be developed and if they can be guaranteed reasonable 
profits dining the initial stages of growth, eventually they will be 
able to stand on their feet without any aid. The loss thus 
encountered in the early stages will be more than offset by the 
ultimate net gain to the community. Protection is likely to lead 
to a diversification of industries with all consequential advantages 
■of industrialisation. 

Protection is desirable from the national standpoint In view 
of vast natural resources and advantages, India will gain con¬ 
siderably from the economic point of view, if she is allowed to 
attain an adequate measure of self-sufficiency in industrial matters. 
Protection is also desirable from die defence standpoint, la View 
of the modem set-up of the world order, it is desirable to render 
the country as independent as practicable in supplies of economic 
needs. Protection is likely to lead to a rapid industrialisation of 
the country with increment of the National Dividend and public 
revenues. The industrialisation of the country will increase the 
general purchasing power of the masses, who will be able to .pay 
more taxes. 
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■4'f It should he borne in mind that protection imposes die 
* 'S&ttate burden on consumers, who are made to pay higher prices 
the protected goods. It is therefore important to see that 
^protection is given only to those industries, which have prospects 
self-sufiidency within the shortest possible period. Protection 
pmy be awarded through the media of import and export duties, 
' bounties and subsidies. The mechanism of export duties has been 
found to be fraught with potential dangers in practice. Export 
duties raise the price of commodities in foreign markets and may 
afrifce at the root of their competitive powers. Any stepping up 
nf prices of exportable goods may mean the loss of foreign markets 
and it is already evident how Indian oilseeds are falling out of 
favour with foreign buyers owing to their high prices, following the 
(imposition of export duties. The export duty on cotton textiles 
F has been lately reduced in order to,popularise Indian cotton piece- 
goods abroad. So, the imposition of export duties for the purpose 
of awarding protection should be avoided as far as possible. 

Although several Indian industries, e.g., the iron and steel, 
cotton, sugar, paper, match industries, etc., have fully \ indicated 
themselves after receiving protection, it is recognised that there 
must be simultaneous developments in other adjuncts, which are 
fundamental for an industrial advancement of a country. 

Industrial Education in India ^Education is primarily 
important for a balanced development of a country's economy and 
Indiais lagging far behind nearly all civilised countries in matter® 
education. Even the little progress whidi we have made in 
education is essentially defective. Our present education is far too 
theoretical and academic and does not impart any practical bias. 
Tbe Wardha Scheme of Education, based on Mahatma Gandhi*® 
basic idea of imparting education in primary schools through 
some craft or productive work is calculated to remedy the above 
defect of our educational system. It is being tried out in several 
provinces and States. 

The Fiscal Commission recommended that the Government 
Of India should make it a condition with foreign firms that at the 
time of receiving ahy Government orders, they must undertake to 
employ Indian apprentices and give them full practical training. 
The necessity of improving the educational systems in India was 
recognised as early as 1888 when a resolution was passed, urging 



the provinces to take suitable action in the matter, but nothing 
was practically done. The Victoria Jubilee Technical Institute 
was established in 1877 in Bombay under private initiative to give 
vocational training. Lord Curzon called an Educational <3tm- 
ference in 1901 at Simla to discuss measures of educational develop¬ 
ments. The Conference resulted in making some improvements 
in the teaching of science at the Universities and awarding a few 
scholarships for studies abroad. The Industrial Commission, the 
Calcutta University Sadler Commission, Committees appointed by 
the Bombay Government in 1921 and 1938, the Zakir Husain 
Committee and Messrs. Abbott and Wood stressed the importance 
of developing vocational training and technical education in India. 
The Industrial Commission among others recommended the provi¬ 
sion by local Governments and authorities of a suitable system of 
primary education with an industrial bias for the artisan and 
working population, including subsidisation of such of the 
employers of labour as might undertake to supply educational 
facilities for the benefit of tlieir employees, provision of industrial 
or craft schools under the control of the Department of Industries 
for cottage industries and provision for the training of men for 
organized industries. In addition to the existing provincial insti¬ 
tutions, the Commission recommended the establishment of two 
Imperial Colleges, one for the highest grade teaching of engineer¬ 
ing, and the other for metallurgy and mineral technology. 

Under the 1919 Reforms, education became a provincial trans¬ 
ferred subject, the promotion of industrial and technical education 
being controlled by the Provincial Departments of Industries. 
Owing, however, to financial stringency, no solid results have so far 
been achieved. Even primary education is making very slow 
progress in spite of the Primary Education Acts which have^been 
passed in several provinces and the raising of the age of employ¬ 
ment of children in factories by the Factory Act of 1922. Thus 
the present position in regard to general, technical and commercial 
education is not satisfactory and the actual provision which has 
been made by Government or private effort is hardly adequate to 
meet the requirements of the country, 

At the invitation of the Government of India two edtica- 
* tional experts from England, Mr. A. Abbott and Mr. &. H, 
Wood, visited India in November, 1936, in order to advise on 
educational reorganization, particularly on problems of voca- 
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tional education, and submitted their Report in June, 1937, They 

^jQ^mended that the education of children in the Primary 
, ^^hools should be based more upon the natural interests and 
f pS^ities of young children and less upon book learning. The 
Xj^ languages should, as far as possible, be the medium of 

^Instruction throughout the High {or Higher Secondary) schools,! 

^ but English should be a compulsory language in the curriculum 
these schools. The expansion of vocational education should 
Hut greatly outstrip the expansion of industry. If vocational 
education does not become heavily specialized and aims at cultivat¬ 
ing flexibility of mind and certain personal qualities, moral and 
* Intellectual, industr) and commerce should be able to absorb a 
larger proportion of trained men than an exact computation of 
their existing needs would appear to justify. Every province 
ought to make a survey of the educational needs of its industries 
and commerce and thus determine the type of vocational educa¬ 
tion to be provided, and especially the number of recruits that 
can be absorbed every yeai Industry and commerce must co¬ 
operate with educational institutions if the vocational education 
is to be appropriate and adequate. Such organized co-operation is 
lacking in India. As the supervisory grades of workers, e.g tf the 
foremen and chaigehands hold the key positions in industrial 
production and efficiency, it is necessary to devote special atten¬ 
tion and care on their education and training. 

The Government of India appointed the Technical Training 
Enquiry Committee under Mr. J. Sargent to devise suitable methods 
of training vuu technicians According to the report of this 
committee, the Government made extensive arrangements for 
training people for war industries and the full utilisation of the 
Uevin Tiaming Scheme was also made. 

It is true that commercial and technical education has made 
some headway during recent years, but the progress is not commen¬ 
surate with the needs and resources of the country. Various 
technical and vocational institutes have been established through¬ 
out the country under both private and Government initiative. 
The different Railways have provided for training of apprentices 
in their workshops and major industrial units have also systems 
, training apprentices, e.g. } The Taras, Bum & Co., Jessops, etc. # 
The Governments have set up weaving institutes and elaborate 
N arrangements have been made for imparting suitable training in 
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aeronautics and air-craft manufactures. The Sugar Technological 
Institute and the Jute Research Laboratories are also doing useful 
wp»k in this direction. The Delhi Polytechnique is rendering 
’useful work in matters of training apprentices. 

It is gratifying to observe that the All-India Council of 
Technical Education recently considered the decision of the Gov¬ 
ernment of India to establish four higher technical institutions 
different parts of India. Tire All India Council for Technical 
Education have already decided on the location of the institution 
in the Eastern Zone at Hijli in the district of Midnaput, West 
Bengal, for which the Provincial Government have offered a plot 
of about 1200 acres free of cost. The Council have accepted the 
proposal for the establishment of the Western Zone high technical 
institution at Kurla (Bombay). The Committee recommended the 
location of the Northern Zone institution at Cawnpore. The 
institutions will provide for post-graduate studies and research In 
■engineering and technical subjects, each having 1,000 students in 
post-graduate classes and 2,000 in the under-graduate courses. 
The institutions are estimated to involve a capital cost of Rs. 3 
crones and recurring expenditure of Rs. 44,00,000 each. 

Departments of Industries :—The constitutional reforms of 
1919 and 1935 placed upon provinces the responsibility of looking 
after their own industrial development. The provincial depart¬ 
ments are entrusted with the promotion of technical and industrial 
education ; supply of industrial intelligence; provision of all-round 
assistance to industries. Their activities are, however, chiefly con¬ 
fined to the development of cottage and rural industries. A certain 
amount of useful co-ordination has, however, been effected 
through the annual sessions of the All-India industries Conferences, 
which are attended by the Provincial Ministers and Directors of 
Industries and also representatives of some Indian States. 

It is unfortunate that these departments have not been ahl* 
to achieve any mentionable degree of success. 

The Industrial Chemist in Bengal made useful Investigation 
into the possibilities of utilising the available raw materials of 
Bengal. The Bengal Training Institute Is doing useful researches 
in local leather and tanning. Industrial surveys have been con- 
■dtteted in East and West Bengal, United Provinces, Madras and 
Bombay. Although demonstration factories have been started in 
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'■ provinces. Ho substantial results have been obtained except 
manufacture in Madras. «... 

~ Province? have provided for financial assistance to ioduftriea- 

f * ^ dk-m ugh the State Aid to Industries Acts. These Acts have been 
r dto force in Madras, East and West Punjab and Bihar and Orissa 
since 1923. Similar Acts were passed in Bengal and Central 
. % Provinces in 1931 and 1933 respectively. 

. The Bombay State Aid to Industries Act was further im¬ 
proved in 1935. Under the State Aid to Industries Acts, loans can 
ijpls given to private enterprises for starting new industries, subject 
* to Certain conditions. In actual practice, these Acts have been 
j , largely availed of by small rather than large-scale industries. 

ti An Industrial Credit Syndicate was set up in Bengal in 

H December, 1936, with State aid for the purpose of financing small- 
scale industries, but it was abandoned by the Provincial Govern¬ 
ment within a few years. An Industrial Credit Syndicate was also 
established in United Provinces in 1936. It may be observed here 
that the Department of Industries and Supplies at the Centre is- 
interested in industrial matters of All-India importance and has 
little contact with the provincial departments of industries* The 
Central Departament, however, tries to co-ordinate the activities 
* of the various provincial departments by offering help, guidance 
and advice* 

Industrial Research In order to co-ordinate research, the 
fifth Industries Conference held in July, 1934, recommended the 
establishment of a Central Industrial Intelligence and Research 
Bureau. The Industrial Research Bureau was accordingly set up 
hi April, 1935. It is attached to the Indian Stores Department 
and works in collaboration with the Industrial Research Council. 
The Bureau is entrusted with the collection and dissemination of 
industrial intelligence, the collaboration with industry in indus* 
trial research and the publication of appropriate bulletins, offering 
advice with a view to industrial standardization, and assistance 
hi the Organization of industrial exhibitions* 

The Board of Scientific and Industrial Research was after-* 
wards established to further industrial researches in India. The 
Board is associated with representatives of principal industries and 
has been conducting useful researches in various industries 
Recerfy, the Government has also set up the Railway Research 



Council, which has been given the function of investigating the 
possibilities of improved railway operations, eUraination of Wane 
and exploration of all-round economics in the working of Indian 
railways. 

The Government of India have plans for eleven na tion a l 
laboratories to be established in various parts of the country at a 
total capital expenditure of Rs. 3,80,00,000. Nine of them are 
expected to start functioning in a year’s time. These labora¬ 
tories would deal with physical, chemical, dectro-chemkal, 
metallurgical, glass and ceramic, leather, building, road, fuel, food 
technology and drug research. 

Planned on lines suggested by foreign experts to cover 
different aspects of industrial research, these institutions will 
provide facilities for fundamental, and applied research. Pilot 
plant will be installed to carry the development of industrial pro¬ 
cesses to a stage where industries can take them directly for large- 
scale commercial exploitation. 

The National Physical Laboratory, now under construction 
on a plot of 66 acres of land on Pusa Road, Delhi, will be ready 
in June, the cost being about 78 5 lakhs in land and equipment. 
Over 180 Indian scientists and technicians will man the laboratory. 
Dr. K. S. Kriahnan will be its director. 

Prof. McBain, one of the world’s foremost chemists, has been 
selected as director of the National Chemical Laboratory at 
Poona. Judging from progress in the construction work on a 
430-acre site, the chemical section of the Council of Scientific and 
Industrial Research may be moved into the laboratory this summer. 
A staff of ISO scientists will assist Prof. McBain whq is expected to 
assume charge in October. 

Work has started with a nucleus technical staff in» the 
National Metallurgical Laboratory at Jamshedpur. Dr. George 
Sachs, a well-known U. S. metallurgist, has already joined as 
director of the laboratory. Buildings and equipment are esti¬ 
mated to cost Rs. 50,75,000. 

Simultaneously with the construction work, investigation into 
washability and blending of coals under the direction of Dr. J, W. 
Whitaker is being carried out in the National Fuel Research 
Institute at Dhanbad. The main object of the Institute is to 
ensure the best use of the supply of Indian coal which has been 
estimated at 65 000m tons with an annual turnover of over Rs. 30 
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The fuel resources of the Dominion will be surveyed at 

stations. 

- The possibility of manufacturing optical glasses in India is 
y" . being studied in the Central Glass and Ceramics Research Institute, 
l* t/ This will receive special attention from the Institute’s new 
•• director. Dr. Kriedl 

The nucleus of a building research institute is already func¬ 
tioning at Roorkce; and the Road Research Institute in Delhi, the 
Central Food Technological Research Institute in Mysore, and 
the Central Drug Research Institute in Lucknow are expected to 
he ready for research work before the end of this year. The 
Capital grants for these projects amount to Rs. 57,64,000. 

For the remaining two national laboratories—the Central 
Leather Research Institute, Madras, and the Central Electro¬ 
chemical Research Institute, Karaikudi—plans aic now being made 
under expert advice. 

A census of technical personnel available in India, is now 
being taken by the Council of Scientific and Industrial Research 
under instructions from the Dominion Cabinet. The census ha** 
been so planned as to determine the different categories of 
technical hands and to assess their fitness in their present occu¬ 
pations. It is believed that tire number of people possessing 
requisite qualifications will not exceed 150,000. 

In the interest of rapid industrial development, it is necessary 
to have a planned programme of research and to have special 
institutions for research. Notable contributions had been made 
in the field of drug and pharmaceutical research by Indian 
institutions, but due to several handicaps, the co-ordination 
between the vaiious branches of drug research has been a rare 
phenomenon. 1 he Central Drug Research Institute has been set 
up to meet this need. 

* The Indian Standards Institute :—Indian goods are greatly 
handicapped especially in foreign markets'' by lack of standards 
and the Indian Standards Institute aims at removing this major 
defect of Indian industries. A beginning in the settlement of 
industrial standards has already been made and the Indian 
Standards Institute now covers three major fields of industry c.g., 
-cotton textiles, engineering and chemicals. The Institute intends 
to introduce certification marks to identify goods produced in its 
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standard# for maintenance and promotion of the quality of 
Indian goods in foreign markets and the promotion of the export 
trade. 

Institute of Art in Industry t—The Institute of Art. in 
Industry has been doing useful work in popularising Indiah 
products by advertising them on scientific lines. The institute 
has been holding a number of successful exhibitions. It is now 
proposed to extend the services of the Institute to large-scale 
industry on the lines followed by the Council of Industrial Design 
in Great Britain. It also aims at extending its services to cottage 
industries which are likely to benefit substantially. The Institute’s 
survey of Indian designs has been reorganized, and it is proposed 
to Start a series of publications dealing with the subjet t of design 
in each industry. Work has already begun on a pilot survey 
m two selected areas on behalf of the Cottage Industries Board. 
The Institute also proposes to inaugurate comprehensive courses 
for the training of industrial designers, either in an independent 
school of its own or in collaboration with the existing Art and 
Technological Institutes. 
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The Cotton Mill Industry j— The first cotton mill in India 
Was erected in Calcutta in 1818 and the first mill started working 
Bombay in 1854. 

The early concentration of cotton mills in Bombay was due 
capital, credit and transport facilities. The yam trade with 
China also helped the Bombay cotton mills in the initial stages. 
From the year 1877, cotton mills developed in the cotton-growing 
tracts of Nagpur, Ahmedabad and Sholapur. Later the swadeshi 
movement gave a fillip to the growth of cotton mills in other parts 
of India, namely, Madras, United Provinces and Bengal. 

The continued exports of yarns to China till 1904-5 gave a 
unique advantage to the Indian industry and Japan was also 
India’s good customer until 1890. India also exported her cotton 
textiles to Straits Settlements and Arabia. There was a distinct 
set-back in the Indian cotton industry from 1905, following 
exchange troubles and the development of spinning industries of 
Japan and China. Japan began to export to India cotton goods, 
but Japanese competition was not keenly felt until after World 
War I. 

The Indian cotton industry continued to enjoy a boom period 
firom the first World War, due to the reduction of foreign imports, 
war demands and an expanding overseas market, Since 1914, 
the Indian industry showed continued expansion and her pro¬ 
duction of piecegoods rose from 1,164 million yards in 1913-14 to 
1*614 million yards in 1917-18. The capital investments in the 
industry rose from Rs. 20 84 crores in 1917-18 to Ss. 40'98 in 
1921-22. She produced woven goods of 4,269 million yards in 
1938-39. The phenomenal growth of the Indian cotton textile 
industry is illustrated by the following tables:—(Next page). 



Hi j.jR'LS’XTl#® IJIDIAN INDUSTRIES 


TA8JUB1 1 

Pm »ssjss «* Cotton Mnxs in India, Pakistan and **|r States 

since I960 r 


Yean 

endino 
■aT vL 1 ® 

30 th June 


*SW0l 

1002 

1903 

190* 

1905 

1906 

1907 

1908 

1909 

1910 

1911 

1912 * 

1913 

1914 

1915 

1916 

1917 

1918 

1919 

1920 

1921 

1922 

1923 

1924 

1925 

1926 

1927 

1928 

1929 

1930 

1931 

1932 

1933 

1934 

1935 

1936 

1937 

1938 
*939 

1940 

1941 

1942 ' 

1943 

1944 

1945 

1946 


Number 

mbi* 

Number 

Spindles 

installed 

Number of 
Looms 
installed 

m 

: 50,06,936 

41,180 

in 

50,06,965 

42484 

m 

50,43,297 

44,092 

191 

51,18,121 

45437 

1 91 

51,63,486 

50,139 

21? ! 

52,79495 

52,668 

224 

53,33,275 

58,436 

241 

57,56,020 

67,920 

259 

60,53,231 

76,898 

263 

61,95,671 

82,725 

263 

63,57,460 

85452 

m 

64,63,929 

88,951 

272 , 

65,96,862 

94,136 

271 

67,78,895 

1,04,179 

272 1 

68,48,744 

1,08,009 

266 

68,39,877 

1,10,268 

263 

67,38,697 

1,14,621 

262 1 

6643,871 

1,16,484 

258 j 

66,89,680 

: 1,18,221 

253 1 

67,63,076 

1,19,012 

257 i 

68,70,804 

1,27,783 

298 | 

73,31,219 

1,34,620 

336 1 

79,27,938 

l 1,44,794 

336 

83,13,273 

1,51,485 

337 

85,10,633 

1,54,292 

334 

87,14,168 

1,59,464 

336 

87,02,760 

141,952 

335 

87,04,172 

1,66,532 

344 

89,07,064 

1,74,992 

348 s 

91,24,768 

1,79,250 

339 

93,11,953 

1,82,429 

339 1 

95,06,083 

1,86441 

344 

95,80,658 

1,89,040 

352 

96,13,174 

1,94,388 

365 

96,85,175 

1,98,867 

379 

98,56,658 

2,00462 

370 

97,30,798 

1,97,810 

380 

1,00,20,275 

2,00,286 

389 

1,00,59470 

2,02,464 

38 8 

1,00,05,705 

2,00,076 

390 

99,61,178 

1,98474 

396 

1,00,26,425 

2,00,170 

401 

1,0140468 

2,00;,890 

407 

1,02,22,107 

2,01,701 

417 

i,02,38,13! 

2,02488 

421 

_ i 

1,03,05,169 

2,02414 


Average 

No. 

of Hands 



1,72,883 

1,81,031 

1,81,399 

1,84,779 

1,95,277 

2,08,616 

2,05,696 

2,21,195 

2.36.924 
2,33,624 
2,30,649 
2,43,637 
2,33,786 

2.60.276 
2,65,346 
2,74,361 
2,76,771 

2.82.227 

2.93.227 
3,11,078 
3,32,179 
3,43,723 
3,47,380 
3,56,887 
3,67,877 
3,73,508 
3,83,623 
3,60,92! 

3.46.925 
3,84,022 
3,95,475 
4,03,226 
4,00,005 
334*938 
4*14,884 
447,803 

4.17.276 
447,690 
4,41,949 
4,30,165 
4,59409 
4,80,447 
5,02,650 
5,05462 
5,09,778 
445,456 


Approximate 
Quantity of Cotton 
Consumed 

I Bates of 
392 lbs. 


4741,090 

61,77,633 

60,87,690 

61,06,681 

65,77454 

70,8?,306 

6940405 

69,70,250 

73,81,500 

67,72435 

66,70431 

71,75457 

73,36,056 

75,00,941 

7349,212 

76,92,013 

7643,574 

72,99,873 

7144.805 
6843,113 

74.20.805 
77,12490 
75,30443 
67,12,118 
77,92,085 
73,96444 
84,60,942 
70,34,237 
75,64,081 
9047,999 
92,16,116' 

1,01,89,424 
9940453 
94,63,965 
1,09414*9 
M144463 
1,10,13432 
1,28,19,268 

14347469 

1,28,79,559 

1,48,78477 

m 

ISIS 

1494^762 


1341,740 

17,65,038 

%S 

18,79,244 

2043416 

19,80,170 

19,91400 

21,09,000 

1945,010 

1045404 

20,50,102 

20,96416 

21,43,126 

21,02432 

2147,71? 

2148,164 

20,85,678 

20.44.230 
1942418 

21.20.230 
22,03440 
21,51,698 
19,17,748 
2246410 
21,13484 
24,17,412 
20,09,782 
2141,166 
25,73,714 
2643,176 
29,11,264 
2848,158 
27,03,994 

31.23.418 

31.81.418 
31,44252 

36,62,648 

38,10,734 

36,79,87* 

*241,022 


*549432 
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, V The following statement shows the quantity (in pounds) of 
of various counts produced in the sub-continent during die 
fast five years 

■ J ” '• .■ H j i 'I J ' 

194142 j 194243 194344 194445 194546. 

lx ID 10s ! 152,236,7561 166372,951 162,804,774 179,802,924 182,837,927 

H«.to20* 797,386,289 1 817,663,852 869,417,781 854,886,410 819,076303 
JSJs,tt>3<b , 333,112,715 | 315357,326 373,466,316 336,246,237 342,480,082 
31*. to 40i ' 171,769,046 149,509,217 169,992,951 168,018,790 156,232^652 

Above 40s 103,326.602 65,922383 85,392,373 90,106,221 91,157,737 

WflLstes ! i 

etc. ’ 19326,171 18,510,2601 19388,387 21,864,844 23,031,645. 

- —*—*— — --- 1 -——— __ __ 

Gtand | I | 

Total 1,577,177379,1,533,736,189 11,680,462,582 U ,650,925,426 1,614,816346- 

_ ! ' < _ 

The first World War boom lasted for a period of about five 
years, after which the industry was faced with a crisis of serious 
magnitude, following a general economic depression throughout 
the world. India’s difficulties were further acceniuared by the 
intense competition of Japanese goods. The competitive powers 
of the Indian industry were further jeopardised by the raising of 
the exchange from Is. 4 d. to Is. 6 d. and the depreciation of the 
Japanese yen m 1923-25 and 1932, The cotton industry of 
Bombay was particularly hit hard, where the number of mills 
decreased from 78 in 1926 to 68 in 1939, while the same rose 
from 59 to 77 in Ahmedabad. 

Since 1926 the question of protection to die Indian cotton- 
industry has been examined by the Tariff Board on a few occasions 
and it recommended protection in 1927 along with other sugges¬ 
tions for the internal improvements of the industry. The 
Government appointed Mr. G. S. Hardy, Collector of Customs, 
Calcutta, in July, 1929, to investigate into the question of foreign 
competition and he suggested protection to rescue the indigenous 
industry. 

It may be observed here that the cotton excise duty of 3§ 
per cent put an impediment on the development of the industry 
from 1894 to 1926. Hie Government also exempted coarse yarn, 
and cloth from import duty to the detriment of the Indian millv 
owing to the persuasion of the Lancashire mills. 
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FbMNteSwo to the Indiett Cotton Industry t—An inipqrt duty 
of 3i per cent with an equivalent counterveiling excise duty had 
been imposed on cotton manufacturers from 1896 to 1917-18. The 
import duty was raised to 7|% in 1917-18, 11 per cent in 1921-22, 
but the exemption of all machinery and mill stores from duty 
was withdrawn, while the excise duty remained at 3£ per cent. 
The Finance Member proposed in 1922-23 to increase the import 
duty to IS per cent and the excise “to per cent, but the proposal 

was dropped Owing to the opposition from the Assembly. A duty 
of 6 per cent on twist and yarn import was imposed in die same 
year. There set in a depression from 1923 with low prices, 
reduced sales, decreased profits and accumulated stocks. Compe¬ 
tition was intensified by Lancashire and Japan, and failing to 
abolish the excise duty and obtain protection, the Bombay mills 
reduced wages by 1U per cent. There ensued labour strikes and 
the depression deepened into a crisis. The Government in 
consequence appointed a Tariff Board and abolished the ekeise. 
The Board proposed an increase in the import duty from 11 
per cent to IS per cent, grant of bounty on higher counts of yam, 
abolition of import duty on machinery and mill stores, appoint¬ 
ment of Trade Commissioners at Basra and Mombasa, financial 
aid to a combined bleaching, dyeing and priming plant and 
appointment of a Trade Mission to explore new markets. It also 
suggested the introduction of internal economies and improvements 
in marketing organisation and conditions of labour. The Govern¬ 
ment accordingly removed the duty on machinery aijd mill-stores 
permanently, but rejected the proposal of a bounty on yam and 
an increase of the import duty on piece-goods. The Board also 
expressed the opinion that Japanese competition In yam and 
piece-goods trade was rather severe and unfair due to the 
depreciation of the yen and prevailing double shifts in Japan. 
The rejection of the Board’s recommendation for an increase of 
the import duty and the bounty scheme raised a storm of protest 
from the industry and consequently the Government admit t ed the 
claim of the industry to protection on 16th August, 1927, and 
promised to introduce a bill, for further protection up to 3lst 
March, 1930. Meanwhile, the import duty of 5 per cent on yam 
was changed into 5 per’ cent ad valorem or 1J ai y n w per lb. 
whichever was higher up to 31st March, 1930. The duty <m 
artificial silk was reduced from 15 per cent to 7J per cent in order 

14 . ► 
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tp help the handlooms and diversify the mill production. A 
Itrade Mission which Was appointed urged the mill-owners to form 
m powerful export selling organisation and proposed the appoint¬ 
ment of Trade Commissioners at Alexandria, Mombasa and 
Durban. In 1 930-31 Trade Commissioners were appointed at 
these places as also at Hamburg, Milan and New York. The 
protection granted to yarn of counts 31s to 40s proved inadequate 
and the Japanese competition was further intensified. Strikes in 
Bombay mills were followed by the world depression, and in 1929 
the Hardy inquiry confirmed the allegations of the millowners 
regarding Japanese competition especially in shirtings. The 
Cotton Textile Industry Protection Act was passed in 1930 and 
it raised the ad valorem duty from II to 15 per cent; imposed 
a special duty of 5 per cent on non-British goods and a minimum 
specific duty of 34 as. per lb. on plain greys of both British and 
non-British origin. These measures were to remain in force till 
March, 1933. In order to meet the revenue needs of the Govern¬ 
ment an additional duty of 5 per cent ad valorem on imports of 
piece-goods and a surcharge of 25 per cent on all import duties 
were imposed in 1931, The effect of these measures was that 
the general duty on piece-goods was 25 per cent ad \alorem or 
4f annas, whichever was higher on non-British goods. The 
ad valorem duties prevailed on other goods. The duty was 
40 per cent on silk goods but on imported machinery a duty of 
10 per cent and on raw cotton a duty of \ anna per 3b, were 
imposed, and these handicapped the development of the industry. 
In spite of the 5 per cent preference the imports from the United 
Kingdom did not register any substantial rise inspite of the 
S per cent preference, while imports from Japan continued to 
increase and depress the cloth prices in India, following the 
depredation of the Japanese currency. 

Another Tariff Board investigated rhe case of the industry 
for increased protection against Japanese goods in 1932. According 
to the recommendation of the Tariff Board the duty on non- 
British piece-goods was raised from 31-jJ to 50 per cent ad valorem 
and the specific duty on non-British plain grey goods from 4$ to 
S| annas per lb. On 31st August, 1932 Japanese dumping 
reappeared and the Government denounced the Indo-Japanese 
Convention of 1904 and enhanced die duty on Japanese: goods to 
75 per cent ad valorem and 6J annas per lb. from 7th June 1933 
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under the Safeguarding of Industries Act of 1933, Meanwhile the 
operation of the duties of 1930 was extended first to Qc ta$cr 1933 
and then to April 1934 pending the conclusion of W Indo- 
Japanese negotiations for a new Trade Agreement. Japan reta¬ 
liated by reducing her off-take of Indian cotton and sent a 
delegation to India following the enhancement of the duties. 
After protracted negotiations an agreement was reached and from 
8th January, 1934, the duty on Japanese goods was reduced from 
75 to 50 per cent ad valorem with a minimum specific duty of 
annas per lb. on plain greys. The Commercial Treaty signed 
in London on the 12th July, 1934, fixed a quota of raw cotton 
to be purchased by Japan and the quantity of doth to be 
purchased by India annually at 1 million bales and 325 million 
yards respectively in addition to the prevailing duties. The 
maximum quota allowed to Japan was fixed at 400 million yds. 
a year, the excess over the basic quota of 325 million yds. to 
increase by U million yds. for every 10.000 bales of the excess 
over 1 million liales, exclusive of exports of cither cloth or cotton. 
The operation ot the Treaty was extended in 1937 to 1940 and 
thereafter the declaration of war by Japan postponed any further 
extension, The Japanese industry at the end of World JWar II 
liad shrunk to about 25 per cent of her pre-war capacity and 
prospects of renewed imports from Japan are in consequence 
remote in the near future. The new Indo-Japanese Agreement 
of 1937 reduced the basic quota of cotton and the maximum limit 
of imports of piece-goods was reduced to 358 million yards on 
condition that Japan took 1£ million bales of cotton annually. 
This quota excluded fents the imports of which had been limited 
to 8,950,000 yds. annually and the maximum duty on cotton fents 
had been fixed at 35 per cent. 

In the meantime the Mody-Lees Pact was signed on 8tb 
October, J933 Accordingly duties on British cotton yarns and 
piece-goods and artificial silk were reduced in exchange of 
Lancashire's effort to consume Indian cotton in increasing quantity 
and Lancashire agreed a reasonable protection being accorded to 
Indian textiles industry. She also undertook to assist the Indian 
textile industry to develop overseas markets. This Agreement 
expired in 1935 when a special Tariff Board was appointed and 
on its recommendations the duty on plain greys was reduced 
from 25 per cent or 4$ annas per lb. to 20 per cent or 3§ annas 
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lb. whichever was higher ; the duty on bordered grey, bleached 
<ahd coloured other than printed was reduced to 20 per cent ad 
valorem, while the duty on yarn was continued at the old figure. 
From 15th June, 1936, under the Indo-British Trade Agreement 
of 1935, the U. K. Government undertook to take further steps 
to stimulate the use of Indian cotton in all possible ways and 
to invite colonial and Empire Governments to accord a favour¬ 
able treatment to Indian cotton goods in exchange of a lowering 
of the duty on Lancashire goods by the Indian Government. 
In spite of these concessions imports from Lancashire were only 
343 million yds. in 1937-38, compared with 1,500 million yds. in 
1927-28. Another deputation came from Lancashire for stepping 
up her sale in India and for securing a sliding scale of duties from 
171 to 74 per cent, but the negotiations failed. The Imperial 
Preference on British cotton piece-goods was linked up with the 
off-take of Indian cotton by the U. K. on a reciprocal graduated 
scale under the Indo-British Trade Agreement of 1939. The basic 
rates of duty on British cotton piece-goods were reduced to 17^ 
per cent on primed goods, 15 per cent or 2f annas per lb. on 
grey goods, and 15 per cent on others, subject to a further reduc¬ 
tion of 2% per cent if British imports into India did not exceed 
350 million yds, until they reached 245 million yds., and to a 
similar increase if the imports increased to 500 million yds. until 
they declined to 425 million yds. The duty could also be 
increased ii imports of iaw cotton into England dropped below 
4,00,000 bales in 1939 or 1940 and below 4.50,000 bales in any 
Other cotton vear. If the imports exceeded 7,50,000 bales the 
duty should be reduced. With effect from 17th April, 1940, the 
imports from Lancashire dropping below 350 million yds. the 
duties on grey piece-goods excluding bordered chadars, dhoties, 
saries and scarfs were reduced to 12 per cent ad valorem or 2/ r 
annas per lb., on printed goods to 15 per cent ad valorem, on 
printed piece-goods and printed fabrics not otherwise specified of 
British manufacture \2\ per cent ad valorem and on other fabrics 
of British origin \2\ per cent ad valorem. The period of opera¬ 
tion of the protective duty on cotton piece-goods was extended 
by the Indian Tariff (Third Amendment) Act of 1939 in April 
to 31st March, 1942. The Government however took a retrograde 
step in 1939 by doubling the import duty on raw cotton from 
6 pies to 1 anna per lb., which was further increased to 2 annas 
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per lb* This measure affected adversely the manufacture of fetter 
fabrics in India and encouraged imparts* 

The protection granted to the industry up to 1942 was 
extended tp expire on 31st March, 1947. 

Towards the end of 1946, the Government of India requested 
the Tariff Board to hold a summary enquiry and advise whether, 
in the present circumstances, protection at the existing or at a 
different scale should be granted to the cotton textile manufac¬ 
turing industry for a further year after the 31st March, 1947, 
The Tariff Board after consulting the interests concerned, made 
the following recommendations: — 

(*} The industry has failed to substantiate its demand for 
extension of protection, and the protective duties should be allowed 
to expire on the 31st March, 1947, to be replaced, however, by 
such revenue duties on cotton textiles as may be imposed on 
budgetary considerations. There should be only one scale of 
duties and that should be the lower of the two existing scales. 

(it) Any declaration of expiry of protection should be accom¬ 
panied by a definite and categorical announcement that deprotec¬ 
tion docs not signify any weakening in the interests of Govern¬ 
ment in the well-being and integrity of the cotton textile manu¬ 
facturing industry which is the premier industry of the sub¬ 
continent. A tariff enquiry should definitely be guaranteed to the 
industry as soon as imports of cotton piece-goods exceed for three 
months running a monthly average of 25 million yards unless 
the industry itself asks for a tariff enquiry earlier, in order to 
determine whether the volume and prices of imports affect the 
position and integrity of the Indian industry so as to call for 
re-imposition of protection. 

(Hi) The import duty on yarn is doing no good to the Indian 
mill industry, while its existence imposes some hardship on the 
handloom industry; there should, therefore, be no duty on yarn, 
protective or revenue. 

(it?) The recommendations in regard to duties on cotton 
textiles should apply to the imports of artificial silk and cotton 
and art silk mixed fabrics. 

Government after carefully considering the report submitted 
by the Tariff Board, announced their decisions as under:— 

1. Government accepted recommendation (*) of the Board 
on the main issue before it, the protective duties 
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on cotton piece-goods and yam should expire on the 
31st March, 1947. 

2. Recommendation («) also was accepted. 

3. As regards recommendation (Hi) Government stated that 

the rates of revenue duties which would be imposed 4 
on imports of cotton piece-goods and yarn were under 
consideration and would be announced at the proper 
time. Accordingly by the Indian Tariff (Amendment) 
Act 1947, the existing protective duties on cotton cloth 
and yarn were converted into revenue duties without 
any change whatsoever in the quantum. 

4. Government did not accept recommendation (iv) and 

the protection for cotton and artificial silk mixed 
fabric was continued for another year and has been 
extended for another two years in 1948. 

Post-War Development of the Indian Cotton Industry s— 

The World War II gave an unprecedented fillip to die expansion 
of the Indian cotton textile industry, which was called upon to 
meet an enormous war demand, provide overseas markets with 
piece-goods and feed fully the domestic market in the absence 
of any imports. The following table brings our the essential fea¬ 
tures of the industry in the Indian Dominion and Pakistan: — 


Year ended list August 
1947 1948 


Number of mills . . 

423 

422 

Paid-up capital (Rs. in crores) 

63 32 

7493 

Spindles installed 

... 10,353,973 

10,433,065 

Spindles working 

9,584,257 

9,580,227 

looms installed 

202,662 

202,072 

Looms working 

184,790 

185,360 

Cotton consumed (in candies 

of 


784 1b) 

... 1,986,078 

2,141,487 

Number of workers (day shift) 

488.370 

476,145 


India is now one of the leading cotton textile manufacturing 
countries of the world: she ranks fifth in number of spindles, 
fourth in quantity of raw cotton consumed and third in the 
number of persons employed. In relation to the world cotton 
industry, the Indian industry' ranks second from the point of 
view of the volume of cotton consumed and fifth in point of 
spindles and looms installed. It consumes more than half of 
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the total cotton crops, directly gives employment to about 3,00,000 
workers and affords subsidiary employment to numbers of persons 
engaged in various trades directly dependent upon cotton mill 
industry for their existence. The Indian mills and the handloom 
industry between them satisfy now two-thirds to three-fourths 
of the enormous demand of the home market and a small export 
trade in cotton manufactures has recently grown up. By 1944 
there were 407 cotton mills with a paid-up capital of over Rs. 52 
crores and an investment of over Rs. 100 crores producing 4,870 
million yds. of doth. Still the per capita consumption of cloth 
in this country is the lowest in the world being only 16 yds. a 
year as against 64 yds in U, S. A„ 36 yds. in Sweden, 35 yds. in 
the 0. K.> 21 yds. in Japan. During the war and at present, 
thanks to the controls and restrictions and the war-time changes 
in the quality and quantity of goods produced, the per capita 
consumption has been reduced to 12 yds. only, although there 
is probably a demand for 25 yds. per bead due to the increased 
purchasing power in the country. There* is an acute shortage of 
cloth all over die country at present even though the pre-war 
per capita consumption of about 16 yds. has been reduced to 
12 yds. only. The indigenous inchusuy met in 1900 about 10 per 
cent of the domestic demand, 39 per cent m 1920-25, 57 per cent 
in 1931-33 and 65 per cent in 1940-41. The Indian mills sup¬ 
plied 512 million lbs. of yam in 1943-44 to the handloom industry, 
which produced about 1,600 million yards of cloth per annum. 

The Present Position of Cloth Supplies in India :—Despite 
an enormous expansion of the Indian cotton mil} industry, there 
remains an acute shortage of doth in the country. The National 
Planning Committee and the Bombay Plan fixed 30 yards as the 
minimum per capita consumption to be aimed at and the Gandhian 
Plan suggested a per capita consumption of 20 yards for the rural 
population* At present mills in India produce about 4,800 million 
yards and the handloom industry 1,500 million yards, making an 
aggregate of about 6,300 million yards per year. After providing 
for expora and Defence requirements, the civilian population Is 
left with about 4,800 million yards, which work out at 12 yards 
per head per year. The Governments have allotted in various 
pans of the country a cloth quota of not exceeding 18 yards 
per head per year. It is thus clear that the per capita doth con¬ 
sumption in India compares unfavourably with 64 yards in the 
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.United States of America; 35 yards in the United Kingdom, 
36 yards in Sweden and 21 yards in Japan. There is therefore a 
good scope for the expansion of the cotton textile industry in India. 

With the expansion of the indigenous industry, Indian cotton 
mills have extended production of finer counts and at present 
the major part of Indian production belongs to this category, 
because mills usually earn better profits in this line as compared 
with coarse varieties. It is gratifying to observe that the Govern¬ 
ment of India have now laid down a compulsory quota of coarse 
doth to be manufactured by all mills in the country. Coarse 
doth is popularly designated as "Standard” or "Utility” cloth. 
This is likely to meet the demands of the general masses to a 
large exrent. 

Location of the Indian Cotton Mill Industry z—In 1892-93 
about 74 per cent of the mills were in the Bombay Province 
(largely in Bombay and Ahmedabad cities). In 1911-12 Bombay 
Province had 68 per cent of the total number of mills. In 1943 
there were 203 mills in this Province out of a total of 407 ; Madras 
has made the largest progress in recent years, the number of 
mills, spindles and looms having gone up from 12 mills with 
440,360 spindles and 3,139 looms in 1929 to 65 mills with 1,480,000 
spindles and 6,492 looms in 1943. The development of hydro¬ 
electric power has helped a lot in the emergence of a large spin¬ 
ning industry in South India, where the most important centres 
arc Matins, Madura and Coimbatore. Bengal has also expe¬ 
rienced in recent years a rapid progress, the number of mills, 
spindles and looms having increased from 53 mills, 362,000 
spindles and nearly 3,000 looms in 1921 to 34 mills, 476,000 
spindles and about 11,000 looms; and Bengal now occupies third 
place among cotton manufacturing Provinces. The United 
Provinces, Central India and Delhi arc other important centres 
of the industry in India. In recent years the industry has made 
rapid progress in many Indian Stares except Indore. The impor¬ 
tant State centres are Baroda, Bangalore, Hyderabad, Cochin, 
Gwalior and Indore. At present there are 17 mills in Kanpur out 
of which 15 are in Kanpur city. Three out of these sprang up 
during the last war and are small weaving units only. Although 
the number of mills has not risen substantially during tire last 
10 years, the quantity of cotton consumed has increased by 62 per 
cent and employment is nearly 50 per cent higher than in 1935, 



SELECTED INDIAN INDUSTRIES 


21? 


The regional distribution of the industry is illustrated by 


the following table;— 

No. of 
mills 

No. of 
spindles 

(a) 

No. of 
looms 

Workers 

(«) 

Bombay City and Island . . 

65 

28,66 

65,880 

123 

Ahmedabad 

74 

18,47 

42,816 

76 

Other centres 

70 

12,94 

26,507 

68 

Total: Bombay Pr. 

209 

60,07 

US,203 

267 

Rajputana 

~1o 

1,34 

3,029 

8 

Rerar 

4 

68 

1,474 

4 

€,P. 

7 

2,98 

5,378 

18 

Bihar and Orissa 

2 

26 

745 

1 

Hyderabad 

6 

1,18 

2,462 

7 

C India 

17 

3,97 

10,922 

26 

W. Bengal . 

29 

3,90 

8,909 

21 

E. Punjab 

4 

38 

780 

2 

Delhi ' 

6 

1,21 

3,322 

6 

Vl\ . 

28 

7,76 

12,102 

30 

Madras . 

73 

16,30 

7,976 

59 

Travancore 

2 

18 

310 

0.2 

Mysore ... 

8 

1,62 

2,877 

11 

Pondicherry 

3 

S3 

1,980 

6 

Pakistan 

14 

1,67 

4,603 

10 


(a) In thousands. 


The following table gives the production data during recent 


years: — 


Year 

Quantity of 
yam spun 

Quantity of woven 
goods produced. 

1938-39 ... 

1,303 m. lbs. 

4,269 ttLyds. 

4939-40 ... 

1,235 „ „ 

4,012 „ „ 

1940-41 . . 

1349 „ „ 

4,269 „ „ 

1941-42 ... 

... 1,577 „ „ 

4,494 „ „ 

4942-43 .. 

... 1,535 „ 

4,109 ,, „ 

4943-44 ... 

1,680 „ „ 

4,870 „ 

‘1944-45 ... 

... 1,650 „ „ 

4,726 „ „ 

3945-46 ... 

1,600 ,, „ 

4,700 „ „ 

1946-47 ... 

(estimated) 

(estimated) 
3,800 m.yds. 
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Tim there is m urgent necessity of planning the location of 
fee industry is illustrated by the fact that the cotton mill industry 
an inherent tendency to be attracted towards the markets, 
rather than towards the sources of raw materials* The industry is 
feerefore capable of considerable dispersal between regions. At 
present there is over-concentration of the industry in the Bombay 
Presidency and an unequal distribution of industries in general 
among the different provinces. A planned industrialization should 
dm at locating further expansion of the industry in regions which 
have at present a small share of it. It has been pointed out that 
>ut of 382 major production units in Cotton Textiles, 201 are 
located in the Bombay Presidency alone and 80 units in the South 
Deficit zone and only 2 in Bihar. 

Problems of the Indian Cotton Industry :—With the cessa¬ 
tion of the war, the industry has entered upon a new era of 
expansion . With the production capacity of the world impaired, 
i serious competitor like Japan being absent at least for a few 
pears hence, and an overall shortage of doth in the world, the 
Indian Cotton Mill industry has a bright and splendid future 
before it. It should strive to retain the foreign markets captured 
during the war and formerly supplied by Japan and has un¬ 
limited vseope for expansion in the domestic market. It enters the 
new era with a sound financial position, good reserve funds accu¬ 
mulated as compulsory deposits of excess profits, a well-established 
home and foreign market. Although the war proved a boon, the 
expansion of the industry was achieved at the cost of heavy 
depreciation of the machinery and technical equipment. It 
therefore lacks in efficient technological and technical equipment. 
The Indian industry is deficient in technological and mechanical 
equipment, skilled labour, research laboratories, up-to-date know¬ 
ledge of latest developments in textile technology made in U. K. 
and U. S. A., the most important post-war competitors of the Indian 
Textile industry and the trade research organization for conducting 
market and consumer researches. The industry made great 
progress in the production of finer varieties of doth and higher 
munts of yam after World War I. The production of yarn above 
W** rose from 4 million lbs. in 1919-20 to 15 million lbs. in 
929-30 and 82 million lbs. in 1939-40. Regarding varieties of cloth* 
tnd fancy Weaves, from the very coarse heavy-sized long cloths,. 
Ihotis and saris, the mills were turning out before the second 
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World War superior shirtings, long cloths, fine and medium quality 
dhotis and saris, printed and dyed goods, mercerized fabrics and 
larger varieties with the aid of dobbies, jacquards and multiple 
boxloobs. It may be observed that many combing, dyeing, 
bleaching and finishing, mercerizing and printing plants had been 
installed for the purpose. There were 105 cotton mills equipped 
with dyeing, bleaching and finishing departments, 61 mills with 
combing plants, 17 mills with mercerizing plants and 21 mills 
with printing plants. Thus, the trend of textile production has 
been moving slowly and steadily towards lighter and finer varieties 
with colours and fancy weaves especially in Bombay, Ahmedabad, 
etc. The installation of up-to-date and modern plant and equip¬ 
ment has therefore become essential if the industry is to main¬ 
tain the prevailing level of production with a contented labour force. 

India depends on foreign countries for her textile machinery, 
principally U. K. and U. S. A. England is at present unable to 
meet India's demand for machineries and American supplies are 
bound to be limited by an acute shortage of dollars. It is there¬ 
fore fundamentally important that India makes an earnest effort 
to build up an efficient textile machinery-making industry. Little 
progress has been hitherto attained in this direction. One or two 
such industries are not making much headway and the Go\errn 
ment should pay attention to this aspect of India's industrial 
development. 

Although the technological laboratory of the Indian Central 
Cotton Committee has done very useful work during the last 23- 
years, there is no centralized research organization in the country. 
The technical education imparted at present has been very little 
influenced so far by the researches at the technological laboratory 
of the Indian Central Cotton Committee and the Chemical Techno¬ 
logical Laboratory at Bombay University. Technical education in 
England and America is being constantly influenced by organised 
scientific researches on fibres and machinery. Training in textile 
technology in India is only concerned with the handling of raw 
materials to be treated by the various processes and machines but 
not with scientific investigation on die raw materials. It is neces¬ 
sary to evolve the second line of technical education and plan 
textile research organisations for conducting research. In order 
to advance textile research, establish co-ordination between the 
industry and research, spread technical education among the 
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workers, establish an institute of technology for higher technical 
education, develop the manufacture of indigenous subsidiary textile 
industries and look after export trade, it is necessary to establish 
4 a textile research organisation on the lines of the British Cotton 
Industry Research Association. 

The following figures of imports and exports of Cotton Textiles 
are given ;— 

Imports (Rs.) 

1945-46 1 946-47 1947-48 

1,86,72,690 4,09,68,526 9,44,50,729 

Exports (Rs.) 

33,90,04,746 27,71,79,396 20,51,77,496 

Pakistan :—Out of the total of 422 mills in undivided India, 
only 14 mills arc located in Pakistan. Of the 14 mills in Pakistan, 
9 mills are situated in East Bengal, 4 in West Punjab and 1 in 
Sind. The following table gives the relative position of the cotton 
mill industry in the Indian Union and Pakistan : 


Paid-up capital (Rs. in crorcs) 


Indian Union 

73.02 

Pakistan 

1.92 

Spindles: Mule .. 

.. 

3,42,456 

5,200 

King. 


99,23,385 

1,62,024 

Total. 


1,02,65,841 

1,67,224 

Spindles working 


94,29,138 

1,51,089 

Number of looms 

.. 

1,97,469 

4,603 

Cotton consumed (in candies of 784 lbs.) 

21,00,085 

41,402 

Workers 

.. 

4,66,477 

9,668 


The Indian Jute Industry s—The first recorded instance of 
jute fibre being sent out of India is the despatch of a sample by 
the Board of Trade in Bengal in 1791. At this time, the Directors 
of the East India Company instructed their officers to investigate 
into the suitability of indigenous fibre for the manufacture of rope 
for their ships and from 1792 onwards it is recorded that small 
consignments of jute along with Indian flax and hemp were sent 
to London. About 65 tons of jhte fibre were exported In 1796-97. 
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Other consignments followed and were largely used for fee manu- 
facture of ropes* twine and door mats. Jute was for the first time 
spun into yam in England in 1820 at Abingdon in Oxfordshire 
and used in the manufacture of carpets. Two years later a com 
signment reached Dundee which was then the centre of flax 
industry in Scotland, but the flax spinners were unable to make 
satisfactory use of it and after unsuccessful experiments extending 
over three or four years, the rest of the consignment was utilised 
for making ropes. Dundee flax spinners however continued to 
experiment with the mixing of jute with flax. The flax crop failed 
m 1835 and adulteration with jute became so common that it 
was published in the press. 

The first power-driven mill for spinning jute yams in India 
was erected by George And and in 1855 at Rishra on the Hooghly, 
about 12 miles from Calcutta. At first it consisted of only 48 
spindles but later it was expanded to produce about 8 tons per day. 
Subsequently weaving machinery was added and die first power- 
loom factmy was established at Barnagorc in 1859 by the Borneo 
Company. It consisted of 192 looms with the necessary preparing 
and spinning machinery. 

The expansion of the industry continued uninterrupted and 
with the formation of the Indian Jute Mills Association, there was 
a rapid growth. There were 95 mills in India in 1928, equipped 
with 50,000 looms and 1,000,000 spindles and employing over 
300,000 workers. The development of the industry is illustrated by 
the following tabic: — 


Year 

Mills 

Looms 

Spindles 

■my, 

T ear 

Mills 

JLooms 

Spindles 

(number) (number) (number) 

1 

(number) (number) j (number) 

1914 

70 

38,379 

795,528 

1927 

93 

52,221 

1,105,634 

1915 

70 

30,890 

812,421 

1928 

95 

52,409 

1,108,147 

1916 

74 

39,697 

824315 

1929 

98 

53,900 

1,140,43 S 

1917 | 

76 

40,639 

834,055 

1930 

100 

61,834 

1,224,982 

1918 i 

76 

40,043 

839,919 

1931 

103 

61,426 

1,220,586 

1919 

76 

41,045 

856,307 

1932 

99 

60,506 

1,202,181 

1920 

77 

41,588 . 

869,879 

1933 

99 

59,501 

1,194,405 

1921 

Si 

43,025 

908,359 

1934 

100 

61387 

1,221,786 

1922 

86 

47,528 

1,003,179 

1935 

104 

63,724 

1,279*416 

1923 

89 

49,038 

! 1,043,417 

1936 | 

104 

65,273 

Utt>,077 

1924 

90 

50359 

1,067,633 

1937 | 

105 

66,705 

1,337,958 

ms 

90 

50,503 

1,063,700 

1938 j 

105 

66,705 

1,337,958 

1926 

93 

51,061 

1,083,816 

1939 ! 

107 

67,939 

1,350,466 
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Location and Development j— The industry is located 
-t^aiuly in West Bengal. The other centres of the industry are 
limited Provinces, Bihar, South India and the Eastern States 
Agency. The mills outside West Bengal were established after 
1919. The total number of jute mills in India in 1944 was 112 
out of which 1M were in West Bengal 

There was a great increase in tire productive capacity of the 
Indian jute milt industry from 1900 to 1909 and by 1909 there 
were 38 companies with over 30,000 looms. In the post-war period, 
there was again a tapid increase and by 1927, the loom strength 
reached the 50,000 mark. The economic depression during the 
thirties adversely affected the jute mill industry, which showed 
little signs of revival until the outbreak of the Second World War. 
The total number of jute milk reached 108 by 1939, the number 
of looms being over 65,000, 

The Indian jute mills consume over two-thirds of the raw 
jute produced in India and Pakistan. The number of persons 
employed in the industry was nearly 3,00,000 in 1943-44. In 1941-42 
jute and jute manufactures accounted for nearly 50 per cent of 
the value of the export trade of Beugal and about 25 per cent 
of the value of the export trade of British India. The capital 
invested in the industry was about Rs. 240 millions in 1939-40. 
The management of the industry is mainly in the hands of 
foreigners, although in recent years there has been a tendency 
on the part of Indian industrialists to own jute mills 

It may be observed here that as the mill industry progressed, 
the handloom industry declined and it was not until the eighties 
of the last century that handloom jute fabrics disappeared from 
the annual statistics of rhd export trade. These handloom products 
were shipped to Great Britain, France, Germany, North and South 
America, Burma, Java, China, Australia and Africa. 

The World War I imparted a great stimulus to the Indian 
jute industry, when huge orders were placed for sand bags, sacks 
and bags of all kinds for the transport of foodstuff and other 
materials. The industry prospered equally during the World War 
II by obtaining large orders for jute bags and other articles like 
canvas, camouflage doth, etc. 

Manufactures t— At the outbreak of World War II, the U.SA. 
was India's best customer for manufactured jute goods and she 
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nook about 60 per cent in volume of the annual exports of hessian 
-cloth or about thirty per cent of the total exports of jute manu¬ 
factures of all kinds. The Argentine Republic was the next largest 
customer for hessian cloth, but it imported about one-third of 
the U, S. A. The United Kingdom rakes about 10 per cent of 
the exports of hessian doth; Canada, Australia, the Philippines 
and the Straits Settlements arc also good customers. The United 
Kingdom is the principal customer for hessian bags, and takes 
about thirty per cent of the exports. Hie Indo-Chma and Malayan 
countries are good customers for heavy bags. 

The production of jute manufactures dropped in 1942 due to 
the scarcity of coal and the Government requisitioning of some 
mills for military use and the Indian Jute Mills Association 
evolved a scheme of rationalization from July, 1944, according 
to which “an industrial pool was to be constituted and the elec¬ 
trically driven mills and those steam-driven ones which are still 
in production will pay to this pool, at rates determined from time 
to time, a cess per loom hour worked. The Government will also 
pay into this pool compensation for mills requisitioned by them. 
Out of the lands so collected, compensation will be paid to 
labourers who have become idle, because of stoppage of work. 
The idle labourers will be paid at the rate of Rs. 3 per week plus 
an amenity allowance of Rs. 1-4 and in addition to this, the mills 
will be paid the cost of subsidy of food-stuffs provided to these 
labourers. A money compensation per loom-hour will be paid 
to mills which have been entirely closed down or which are 
unable to work their full quota of loom-hours because of coal 
shortage”. 

The Government of India set up the Technological Research 
Laboratories of the Indian Central Jute Committee for research 
work in connection with new uses for jute. Investigations were 
carried out in the past on the jute sticks for alpha-cellulose or for 
any other chemicals that they might yield. The Forest Research 
Institute, Dehra Dun, has been entrusted with the task of dis¬ 
covering various uses of jute wastes. 

The manufacture of knitted scarves, jerseys, blankets' and 
tapestry from jute ranks among the new uses for this commodity. 
It has been found that gunnies may be used as good substitutes 
for bamboo baskets and earthenware for purposes of transport 
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am<l storage. Attempts may also be made to manufacture tea 
, attests and cases for transporting eggs. 

The Indian Jute Mills Association proposes to set up a new 
institution called the School of Jute Technology, to be run m 
injunction with the University of Calcutta for training India** 1 
students for the higher supervisory posts in the industry, which 
are now filled by personnel from Dundee. 

Formerly jute mills concentrated on die manufacture of 
standard sixes of hessian doth and standard makes of bags, but 
lately increasing attention is being paid to die manufacture of 
canvas, linoleum, hessian, webbing, felting etc. and a union canvas 
made of cotton warp and jute weft. The Research Department of 
the Indian Jute Mills Association has successfully tackled problems 
like the manufacture of rot-proofing, water-proofing, etc. 

Statement of the Quantity and Description of Jute Manufactures 
produced in India 




Twelve months, April to March 

Description 


1 

I 




1947-48 

1946-47 

Twist and tons yarn . 

Hessian and canvas, including 
bags and clot)} 

Sacking including bags and doth j 
Other manufactures tons 

)yds. ... 

) tons 
r tons , ' 

[yds. ... I 

_1 

52,492 

471,592 

1,855,290,603 
534,181 
1,264,838,735 
4,564 

i 

57,044 

437,898 

1,672,940,720 

559,614 

1,346,248,874 

4,693 

Total ... | 

' tons ... j 
. yds. .. j 

i 

1,062,829 i 
3,100,129,338 j 

1,059,240 

3,019,195,504 


The following statistics relating to the number of mills, looms* 
spindles, hands employed are reproduced— 


(a) Total number of working looms m the mills m Jan, 1947 
Bo. do, do. do. do 1946 

Do. do. do. do. do. 1945 


56,20f 

54,233 

55,729 


(b) Total number of spindles at work in January 
Bo. do, do. do. do. 

Bo, do, do. do. do. 


1947 1 hi 5,002 

1946 10,89,763 

1945 lf,IM 29 


(c) Average daily number of hands employed during 1946 
Bo. do, do, do. do. ... 1945 

Bo, do. do. do. do. ... 1944 


2,89,855 

2 , 96,382 

2,77,289 
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Prospects of the Indian Ittdtaretry 5— Ihe prospects of 

die jute industry appear to be rather uncertain under the present 
economic $ei~up. An erstwhile prosperous and financially solvent 
industry has been faced with problems of serious proportions. In 
addition to the difficulties of the supplies of raw jute, following the 
division of the country which Kaye made the Indian mills depen¬ 
dent upon precarious Pakistan supplies, increased costs of produc¬ 
tion due to higher Wages, replacement costs, etc. have made the 
position of Indite mills extremely difficult. High prices of jute 
goods owing mainly to prohibitive prices of raw jute have rendered 
the foreign buyers shy and they are fast Switching on to 
substitutes. Paper and other packing materials are replacing jute 
in foreign countries at an alarming rate, Pakistan has no jute 
mill and it will take her a good many years to build jute mills. 
Meanwhile Pakistan should take proper steps to see that Indian 
mills which are her best customers arc provided with sufficient 
supplies of raw jute at a reasonable price. Raw jute is the life¬ 
blood of Pakistan economy and if it loses its economic importance 
it will spell disaster for Pakistan. India should at the same time 
make best endeavours ro step up the cultivation of raw jute 
within h6r borders. The Indian jute industry occupies a vitally 
important place in India's economy and an all-out effort should 
be made to keep this prosperous industry unimpaired in the 
interest of the nation. 

Exports of Jute Manufactures :—Jute products form the 
principal item in India’s export trade and in consequence the 
main source of foreign exchange earner. The following statistics 
of exports are reproduced. 

Exports of Jute Manufactures 

1945-46 1946-47 1947-48 

Quantity (Tons) 680,243 732,925 872,077 

Value (Rs.) ... 59,62,29,234 70,07,05,176 1,27,82,09,589 

The Indian Iron and Steel Industry j —Early attempts to 
manufacture pig-iron and steel under modern methods were tried 
m South Arcot district in 1830, but they failed. The Burrahur 
15 
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|mm Works were started around the jherria coalfields in 1874 and 
t 0bt£ acquired by the Bengal Iron and Steel Company in 1889, It 
produced about 35,000 tons of pig-iron in 1900 and it tried without 
success to produce steel. 

The Tata Iron and Steel Company was established in 1907 
Sakchi in the Singbhum district under the initiative of late 
|* N. Tata, Pig-iron was produced in December, 1911 and sted 
in 1913 for the first time in India under modern process. The 
World War 1 imparted a great fillip to this unit, which went in 
for large expansion in I9175 # * The new plant thus installed began 
to manufacture from 1926 lails, heavy structural*, light rails, fish 
{dates, etc. 

Inspired by the success of Tatas, the Indian Iron and Steel 
Company was formed by Burn & Co. in 1908 at Hirapur near 
Asansol. The Mysore State Iron Works were started in 1923 
with blasr furnaces fired by charcoal. 

The Indian iron and steel industry has been making steady 
progress since then under protection. The production of pig-iron 
rose from 35,000 tons in 1900 to 162,282 tons in 1914, 232,268 tons 
in 1919, 1,376,000 tons in 1929-30 and 1,576,000 tons in 1938-39. 
Japan took 514,000 tons of pig-iron from India in 1938-39 and 
United States of America also buys Indian pig-iron. The pro¬ 
duction of steel increased from 139,433 tons in 1916-17 to 599,565 
tons in 1927-28 and of finished steel from 98,726 tons to 428,654 
tons during the same period. The production of steel ingots was 
shown at 977,000 tons and finished steel 726,000 tons in 1938-39. 

The Indian iron and steel industry experienced boom condi¬ 
tions during World War II, following large Government, Railways 
and overseas orders. The rapid extension of ordnance factories and 
engineering works has been making large demands upon Indian 
iron and steel. The production of pig-iron in consequence rose 
to 1,835,000 tons, steel ingots 1,067,000 tons and finished steel 
1,062,900 tons in 1939. 

The Tata works have lately installed new plants for the 
manufacture of wheels, tyres, axles, etc. Extensive programmes 
of expansion have been undertaken by the Steel Corporation of 
Bengal, which was initiated by Burn & Co. in 1937. 
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Protection to die Indian Iron and Steel Industry x—The 

Government appointed the Tariff Board in 1923 to .investigate into * 
the claims of the Indian iron and steel industry to protection. 
The Board held that the industry satisfied ah the conditions l&id 
down by the Fiscal Commission. India possesses great natural 
advantages for the manufacture of steel owing to the richness and 
abundance of iron ore deposits in the Singhbhum and Ojissa iron 
belts and the comparatively short distance which separates 
them from the coal-fields. Other raw materials, e*g„ limestone, 
manganese, and materials for refractory bricks, exist in India in 
abundance. The industry also possesses the advantages of a large 
and expanding home market. Regarding labour, however, India 
suffers under a disadvantage inevitable in any country mainly 
agn cultural, and where industrial experience and training has still 
to be acquired’, and it has become necessary to import at present 
skilled supexvisors from America and Europe. This is, however, 
a temporary handicap which will eventually disappear. The Board 
held that, unless protection was given, there was no hope of the 
industry developing for many years to come, and there was a 
serious danger that it might cease altogether. The Board agreed 
that it was also an essential industry for military purposes, and 
was, therefore, especially entitled to protection. The burden on 
the consumer was expected to be temporary and widely diffused. 
Accordingly, the Steel Protection Bill was passed in 1924, which 
levied higher duties on certain articles manufactured from steel, 
and bounties (amounting to about R$. 242 lakhs during 1924-7) 
were granted on heavy steel rails, fish-plates and railway wagons 
manufactured in India. Bounties and duties alike were subject to 
revision at the expiry of the period. 

The Steel Protection Act of 1924 was due to expire on 31st 
March, 1927 and so the Tariff Board examined the position of the 
industry in 1926 and recommended the continuance of protection 
for a further period of seven years on certain lines. The industry 
was to receive protection in form of increased duties on import 
and not by bounties on production and a fresh inquiry was to be 
made at the end of the period to ascertain what kind and amount 
of protection might still be necessary. Accordingly, a Bill which 
was introduced in 1927, came into force on 1st April, 1927. It 
provided for the imposition of different rates on certain iron and 
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;Sftee| articles, With a basic duty on articles of British manufacture 
ajud an additional duty on products of non-British origin.. 

The Indian Tariff (Ottawa Trade Agreement) Amendment Act, 
1932, which came into force from 1st January 1933, gave effect to 
the tariff changes necessitated by the trade agreement made by 
the Government of India and His Majesty's Government in 
United Kingdom at the Ottawa Conference held during July and 
August 1932 and the supplementary agreement regarding iron and 
steel in the month of September following. Regarding iron and 
#teel goods, the preference extended only to those commodities 
which were not subject to the protective duties, lire supplemen¬ 
tary agreement provided for the adjustment of the Indian import 
duty on galvanised sheets in the following way:—Rs. 30 per ton 
on sheet made in United Kingdom from Indian sheet bar; Rs, 53 
per ton on sheet made in United Kingdom from other sheet bar ; 
Rs, 83 per ton on sheet not made in United Kingdom. The period 
of operation of the protective duties imposed by the Act of 1927 
was extended up to 31st October 1934. Meanwhile, according to 
the Steel Industry (Protection) Act, 1927 the question of the re¬ 
newal of protection was reviewed by the Tariff Board. The Iron 
and Steel Duties Act, 1934, gave effect on and from 1st November 
1934 to the protective measures recommended by the Board. In 
order to compensate the loss of revenue following a considerable 
reduction in import duties in certain important cases, it was found 
necessary to impose as a revenue measure an excise duty of Rs. 4 
per ton on the production of steel ingots in British India and a 
countervailing customs duty on steel ingots. This countervailing 
duty was in addition to the protective duties recommended by the 
Board and alternative to the ad valorem revenue duties on articles 
regarding which protection had not been proposed. The supple¬ 
mentary agreement expired in 1934. 

Subsidiary Industries :—Additional measures of protection 
had to be undertaken in order to protect the interests of those 
subsidiary industries which utilised steel as their raw material. An 
increase in the price of steel due to protection was likely to be 
detrimental to many branches of the engineering industry. The 
Tariff Board therefore made certain recommendations to meet this 
aspect of protection to steel. The engineering industry was in 
consequence protected by higher duties on imported fabricated 
steel with certain exceptions. 
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The following table gives a statement of the quantity and 
description pf iron and steel manufactures produced in India.— 


Description. 


Twelve months 
April to March 


I 

Pig Iron 

1947-48 

Tons 

1,525,217 ' 

1946-47 

Tons 

1,427,744 

11 

Iron Castings and 
Manufactures 

128,912 

117,913 

III 

Steel Ingots 

1,213,433 

1,212,004 

IV 

Semis 

887,017 

.904,693 

V 

Finished Steel 

817,905 

860,860 


The following figures of imports and exports of iron and steel 
arc given: — 

Imports or Iron and Stfxl 

1945-46 1946-47 1947-48 

Quantity (in tons) .. 112.329 65,075 94,510 

Value (in Rs.) .. 5,12,62,972 4,(5,98,508 8,04,29,715 

Exports of Iron and Steel 

1945-46 1946-47 1947-48 

Quantity (in tons) .. 1,030 8,301 3,401 

Value (in Rs.) .. 6,68,767 32,60,795 12,99,636 

The Paper Industry :—The manufacture of paper on 
modern lines dates from 1870 with the establishment of the Bally 
Mills on the Hooghly, which is even now the chief centre of the 
industry. The Titaghur Paper Mills were established in 1882 
and absorbed in 1903 the Imperial Paper Mill, which was started 
at Kankinara in 1892-94. The Bally Mills were liquidated in 1905. 
The Indian Paper Pulp Company, which was formed in 1918 for 
the production of pulp and paper from bamboo started the manu¬ 
facture of paper in the Naihati Mill from 1922, In upcountry, the 
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Copper India Paper Mill was established at Lucknow in 1879. 
The Deccan Paper Mill Company was formed in 1885 and began 
work at Poona in 1887. The Bengal Paper Mill Company was 
formed in 1889 at Raniganj and started working in 1891. There 
are two small paper mills at Bombay and one at Punalur in th# 
Travancore State. In 1927-8, Carnatic Paper Mills began working 
* at Rajahmundry for manufacturing paper from paddy, stfaw and 
bamboo. The Punjab Mills Company obtained a large conces¬ 
sion regarding sabai grass in Punjab for its factory near 
Saharanpur. A new company has been formed in Assam and 
a factory for manufacturing paper pulp from bamboos has been 
opened at Chittagong. The Indian production of paper amounted 
to 1,184,000 cwt, in 1938-9, compared with 804,000 cwt. in 1932-3. 
In the same year there were altogether eleven paper mills in 
India, namely four each in Bengal and Bombay, and one each in 
United Provinces, Madras and Travancore. Two new paper mills 
were started in 1938-9. The paper production in India amounted 
to 1,416,267 cwt. in 1939-40 and the upward production trend is 
likely to continue as long as paper-producing countries of Europe 
are not able to supply fully the Indian market. Set end paper 
manufacturing concerns were floated during 1939. 

Protection to the Indian Paper Industry :—*I 'he Tariff 
Board was asked to investigate the claims to protection made on 
behalf of the paper and paper pulp industry in April 1924. The 
Board expressed a hope that the manufacture of paper pulp and 
paper from bamboo could be successfully developed in India. 
They recommended a protective duty of 1 anna per lb. for fhe 
years on certain classes of writing and printing paper competing 
with Indian paper. 

The Bamboo Paper Industry (Protection) Act was passed in 
1925, providing for the levy of a protective duty of 1 anna per lb. 
for seven years until 31st March, 1932. The Bamboo Paper 
Industry (Protection) Act of 1932 renewed the protective duty up 
to 31st March, 1939 as recommended by the Tariff Board. The 
Board also found that substantial progress had been made in 
developing the bamboo paper industry, abundant supplies of raw 
material were available at lower prices than in 1925 and the cost 
of production in Indian mills had been much reduced during 
the period of protection. The same Act levied a new protective 
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duty of Rs, 45 per ton oh imported wood pulp in order to stimulate 
the manufacture and use of bamboo pulp. The Tariff Board 
again investigated the question of the continuance of protection in 
1937-38. The Government of India decided to continue protec¬ 
tion to the industry but at a lower rate than recommended by 
the Board, arid accordingly the Indian Tariff (Second Amendment) 
Act of 1939 was passed. The period of protection granted wa$ 
fixed at three years instead of seven. The duty on wood pulp 
was fixed at Rs. 30 per ton or 25 per cent ad valorem, whichever 
was higher. The protective duty on paper was fixed at 9 pics 
instead of 11 pies per lb. The protection led to a phenomenal 
expansion of the industry. There are now 16 paper mills operat¬ 
ing 32 machines with an annual production of about 100,000 tons. 
Hie protective tariff was withdrawn in 1947, as the industry no 
longer required protection. 

The Indian paper industry is at present faced with great 
difficulties, following the partition of the country as they obtain 
a large supply of raw materials from Eastern Pakistan. The 
Indian mills should explore the possibilities of obtaining their 
raw materials from India, which also offers vast scope in this 
direction. 

The following table gives a statement of the quantity and 
description of paper manufactured in India: — 

Twelve months, April to March 


White and unbleached printing 

1947-48 

cwts 

1946-47 

cwts. 

other than News printing 
Coloured priming other than News 

593,536 

665,611 

priming 

25,986 

23,630 

Writing paper and Envelopes 

207,973 

278,384 

Manilla 

15,321 

19,620 

Badamt 

111,091 

103,752 

Packing papers 

309,586 

307,399 

Pulp boards 

175,067 

162,540 

Blotting 

5,597 

5,819 

Other kinds 

271,181 

312,068 

Total 

1,715,358 

1,878,823 
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The following statistics of imports of paper, pasteboard and 
f^er-making materials are reproduced: — 

Imports of Paper ani> Pasteboard 

1945-46 1946-47 1947-48 

* Quantity (in cwts.) ., 1.097,982 1,681,845 2,254,011 

Value (in Rs.) .. 4,51,14,190 7,27,34,993 10,69,45,697 

Imports of Paper-making Materials 

1945-46 1946-47 1947-48 

Quantity fin cwts.) .. 113,945 112,583 106,735 

Value (in Rs.) .. 24,01,508 23,14,305 44,16,110 


The Leather and Tanning Industry :—Although India 
possesses large supplies of hides and skins, there has not deve¬ 
loped any important tanning industry in the country. A large 
part of hides and skins is exported abroad. 

There existed a considerable indigenous tanning industry in , 
the country from early times and locally available tanning mate¬ 
rials are largely’used for curing and tanning hides. The European 
methodvS of tanning were first introduced by (he military autho¬ 
rities in order to manufacture superior leather suitable for harness 
and other military requirements and tanneries usually followed 
the establishment of arsenals. A notable step in production was 
taken in I860 when the Government Harness and Saddlery 
Factory was set up at Kanpur. Shortly afterwards, Alien and 
Cooper established the Army Boot and Equipment Factory and 
received financial assistance from die Government. Adamjee 
Peerbhoy starred the Western India Army and Equipment Factory 
at Sion in Bombay. Factories were also established at various 
Other centres and the production of finished goods was attempted. 
The use of machinery is generally absent in Indian tanneries, 
except in the Kanpur and Sion factories and the Madras Tannery, 
which produce the bulk of the half-tanned leather and skins, 
forming principal items of exports. As Madras possesses a large 
number of tanneries, India's export trade in hides and skins is 
in consequence chiefly confined to the South. 

The tanning and leather industry showed a remarkable expan- 
don during World War I. The Indian Munitions Board attempted 
o Step up and regulate the production of those kinds of leather 
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which possessed a special value as war material There was in 
consequence a large increase in the production of the rough- 
tanned cow-hides, known as die East India tanned kips, from 
die Madras and Bombay tanneries. The utility of such kips for 
making the ‘uppers* for the army boots was realised during the 
war and the Government assumed full control of the trade and 
they bought in India the entire supply for exporting directly to 
die British War Office, About 194,763 cwts. of tanned hides 
valued at Rs.1'75 crores were exporred in 1913 and 361,674 cwts. 
valued at Rs.4'86 crores in 1917-18, In addition to the export trade 
in East India kips, Indian tanneries produced during the war 
period large quantities of leather of all categories and boots for 
the army. 

The chrome process of tanning which enables superior leather 
to be produced made very slow progress in India. The Govern¬ 
ment of Madras rendered valuable pioneering work from 1903 
to 1911 to demonstrate thar chrome tanning could be success¬ 
fully introduced in India, although the Government subsequently 
had to sell the factory, following protests from the Upper India 
and Madras Chambers of Commerce. The industry made rapid 
progress alter World War II and Indian chrome leather hides 
found a profitable market in Great Britain. The development of 
chrome tanning in India is encountering several difficulties, e.g 
the highly technical processes requiring chemical knowledge and 
costly mechanical equipment are lacking in this country. As a 
large proportion of Indian cow-hides and goatskins is eminently 
suited to this class of work, promising developments are anti¬ 
cipated under the guidance of the expert tanner, appointed by 
the Government for the development of the tanning industry. 
The Industrial Research Bureau made an industrial survey of the 
Indian tanning industry in 1939 in order to improve the standatfd 
of tanning technique and thereby help in development of an 
export trade of finished leather of good quality. 

The Indian tanning industry expanded during World War I 
under Government patronage and in order to maintain its progress 
the Indian Tariff Act of 1894 was amended in 1919, which imposed 
an export duty of 15 per cent on hides and skins with a rebate 
of 10 per cent on hides and skins exported to other parts of the 
Empire and actually tanned there as a measure of protection 
to the Indian tanning industry. As the Indian tanneries could 
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deal only with a small proportion of the total supply of hides* 
* &&d skins in the country, the rebate was defended as a measure 
of assistance to the tanning industry within the Empire, The 
experiment, however, failed to achieve either of the objectives. 
The Fiscal Commission condemned the duty as wrong in principle^ 
because if protection was needed, it should have been given 
through an import and not an export duty. The Government of 
India therefore reduced the rate to 5 per cent and abolished the 
10 per cent rebate in 1923, the 5 per cent duty being retained 
for purposes of revenue. The majority of the Taxation Inquiry 
Committee, however, agreeing with the Fiscal Commission recom¬ 
mended its early abolition, although the Taxation Committee 
suggested the retention of the duty on skins, which enjoy a good 
reputation in the world market and were not likely to be affected 
by the duty. 

The 5 per cent export duty on raw hides was abolished by 
the Finance Act of 1934, following the decline in the export 
trade in raw hides with Germany, while the export duty on raw 
skins was abolished by the Finance Act of 1935 in order to help 
the revival of the export trade of India. 

The Indian tanning industry is full of potentialities and 
should be actively encouraged. It ought to be properly organised 
and the necessary technical personnel may be obtained if required 
from abroad. 

The following statistics of imports and exports of dressed and 
tanned hid as and skins are reproduced: — 

Tanned Hides 


Imports: — 



1945-46 

1946-47 

1947-48 

Quantity (tons) 

23 

42 

63 

Value (Rs.) 

67,554 

1,21.320 

2,18,291 


Tanned Skins 


Quantity (tons) 


9 

1 

Value (Rs.) 

5,088 

2,54,986 

1,34,178 


Tanned Hides and Skins 


Exports :— 

1945-46 

1946-47 

1947*48 

Quantity (tons) 

10.568 

24,511 

19,014 

Value (Rs.) .. 

6,34,87,718 

17,97.06,585 

13,74,57,609 
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Til# Chemical Industry :—It has been recognised that there 
are certain fundamental heavy chemicals, namely, sulphuric and 
hydrochloric acids, limes, pans tic soda, sodium carbonate, nitric 
add, etc,, which are essential for the development of a Ml-fiedged 
chemical industry. These heavy chemicals are utilised in the 
production of other chemicals from indigenous sources and also 
for refining the various natural products derived from such pro¬ 
duce. Large quantities of sulphuric acid and alkali are necessary 
for refining fixed and mineral oils. 

The Indian chemical industry has been making progress since 
World War I, but it is insufficient to meet the requirements of the 
country. Although chemicals derived from sulphuric acid have 
been manufactured, no serious attempt was made until recently 
to produce alkalis. Recently the Imperial Chemical Industries and 
the Tatas have started one company each for the manufacture of 
soda ash, caustic soda and other allied chemicals. As India 
possesses ample raw' materials for the production of heavy chemi¬ 
cals, it is necessary to concentrate attention upon the develop¬ 
ment aspect of this sector of our industries. 

Protection to the Indian Heavy Chemical Industry :— 

The question of protection to heavy chemical industries was 
referred to the Tariff Board in July, 1928. The Board concluded that 
the claim of the chemical industry ior protection rested primarily 
on its supreme national importance. It was a key industry whose 
products were utilised in almost all industries. It was necessary 
for national defence and provided the basis for chemical researches 
m industries and agriculture. The industty substantially fulfilled 
the conditions laid down by the Fiscal Commission and had made 
out a case for protection, which was to be given generally in the 
form of specific duties. At the expiration of a period of seven 
years of protection, a fresh inquiry was to be held as in the case 
of the steel industry. A bounty was to be granted for the manu¬ 
facture of superphosphate which is used as an artificial fertiliser. 
The Board also recommended the reduction of railway freights 
in order to encourage the growth of a large-scale chemical industry 
in India. The Heavy Chemical Industry (Protection) Act, 1931, 
gave effect to some of the recommendations of the Tariff Board. 
It removed magnesium chloride from the free list and levied on 
this and certain other heavy chemicals protective duties at various 
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nates*. These duties were to remain in force till/31st March, 1933 
e&cept in the case of magnesium chloride. The protective duty 
Ofc* the latter was to remain in force up to 31st March, 1939, and 
could be increased if required. The duties imposed by the Act 
, expired on 31st March, 1933 with the exception of the duty on * 
magnesium chloride. The question of continuance of protection 
Was again referred to the Tariff Board in December, 1937. The 
Board recommended the continuance of protection in order to 
safeguard the industry against foreign competition, especially, 
dumping from Japan. Protection at a lower rate, c.g., twelve annas 
instead of fifteen anas per cwt. recommended by the Board, was 
provided for by the Indian Tariff Amendment Act of 1939. The 
period of protection was extended to 31st. March, 1946. 

The following table gives a statement of the quantity and 
description of certain heavy chemicals produced in India: — 


Twelve months, April to 
Much 


Description 


~ - — 1 

Hydrochloric Acid (a) - 

1<>47-48 

| 

i 1946-47 

t 

! 

1 

j 

6) Ordinary or non fuming (cwts.) 
Nitric Acid (a) * 

11,395 

15,794 

6) Oidinary oi non-fuming (evils.) ) 

Sulphuric AckIOi)— 

10.8S9 

14,146 

(i) Ordinary or non fuming (cwts.) 

714,188 

802,745 

Alum (b) (cwts ) 

f 20,212 

39,731 

Aluminium Sulphate (t) (cwts.) 

Aluminium Sulphate-- 

| 166,688 

1 

145,016 

(i) Neutral (tons) 

(n) Add (tons) 

! 21,515 

94 

21,596 

Ferrous Sulphate (cwts) 

i 63,146 

61,2S7 

Magnesium Sulphate (Epsom Salt) (cwts.) 
Sodium Sulphate (Cloulxr’s Salt) (cwts) 

I 40,398 

67,937 

11,027 

30,835 


re P resenl production in 100 per cent, con ten f ration. 

(t))By alum i* meant double salts containing aluminium sulphate, such 
as potassium aluminium sulphate and ammonium aluminium sulphate. 

(c) All forms of aluminium sulphate itself whether called alum cakes, 
alumino feme or sulphate of alumina arc included under aluminium 
sulphate. 

The following figures of imports of chemicals are given: — 

(In Rs.) 

1946-47 
7.40,15,296 


1945-46 

6,05,57,987 


1947-48 

9,28,53,879 
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The Cemetit Industry r—The manufacture hf Portland 
cement began in Madras in 1904 on a limited scale. Three com¬ 
panies were formed ifi 1912-13, The manufacture was first under¬ 
taken by the Indian Cement Company at Porbundar (Kathiawar), 
followed by the Kami Cement and Industrial Company (Central 
Provinces) and the Bundi Portland Cement Company (Rajputana). 
Subsequently the industry developed especially under the patronage 
of the Government who bought large quantities during World 
War L As die industry was then extremely profitable, a number 
of companies were floated during the post-war period. The older 
companies doubled their output and six new companies began 
working from 1923. The industry developed rapidly and the 
aggregate production increased from 945 tons in 1914 to 236,746 
tons in 1924. India thus became nearly Self-supporting in matters 
of cement. The production of cement in India amounted to 
593,000 tons in 1932-3, which was nearly doubled in 1937-38, The 
quality of Indian cement is not inferior compared to the British 
product, and it competes on equal terms with the continental 
cement. The formation of an effective combine known as the 
Associated Cement Companies of India, Ltd., in 1936 was a land¬ 
mark in the history of the industry and by this remarkable merger 
of the ten principal concerns, the technical and commercial 
organisation of the industry has substantially improved. 

The claim of the industry to protection was referred to the 
Tariff Board in April. 1924, but it declined to recommend protec¬ 
tion to the industry on the ground that it was suffering from 
oureproduction and prices were determined by internal competi¬ 
tion amongst the Indian manufacturers and not by imports. In 
order to remove the handicap to which the Indian cement was 
subject owing to the great distance of most of the factories from 
the coal-fields or the ports, the Board recommended that legisla¬ 
tion should be introduced authorizing the Government to pay 
bounties on cement consigned from Indian factories to certain 
ports or to railway stations within a specified radius of these ports, 
provided the payment of bounties did not lead to a reduction in 
the price of Indian cement in relation to the price of imported 
cement. The Government of India thought it wise not to intro¬ 
duce any such conditional legislation. Imports of cement aggre¬ 
gated Rs. 13,32,501 in 1947-48 compared with Rs, 10,66,639 in the 
previous year. 
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Below is given a statement of the quantity of cement 
Jpt&duced in India: — 

i Twelve months, April to 

Description March 

1947-48 1946-47 


Tons Tons 

Portland Cement 1,635,773 2,027,238 


The Match Industry:— There was no large-scale manufac¬ 
ture of matches in India until 1921, except the Gujarat Islam 
Match Factory which started on a successful career from 1895, 
There has been considerable expansion in recent years in conse¬ 
quence of the imposition of an import duty on matches of Rs. 1-8 
per gross, or more than 100 per cent ad valorem in 1922 for 
purposes of revenue. The industry has a large home market, 
consumption being estimated at about seventeen million gross per 
year. The gigantic Swedish combine, which controls about seventy 
per cent of the total world’s demand, started match factories in 
India and there has been considerable agitation by the Indian 
match manufacturers regarding the adverse repercussions on the 
indigenous industry due ro this big foreign enterprise. Regarding 
the claim to protection, the Tariff Board held in 1928 that the 
prices of Indian matches were cheap and regulated by internal 
competition. It also found that the industry would be able to 
resist world competition without the assistance of the State. It 
however recommended that the current revenue import duty of 
Rs. 1-8 per gross should be converted into a protective duty for 
an indefinite period in order to give assurance to the industry 
that it would not be suddenly deprived of the protection it has 
been enjoying so far. It did not favour any measures for the time 
being to safeguard Indian interests against the Swedish Match 
Company in India and it found that the company had been doing 
useful work for the expansion of the industry in India. The Board 
advised the Swedish Match Company to adapt itself to Indian 
rationalist and political sentiments by reconstructing itself with 
i rupee capital and admitting Indian directors. It also acknowl¬ 
edged the necessity of keeping a watch on the company to see 
hat it did not establish a monopoly in India. 
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The Assembly passed the Match Industry Protcctida Bill i a 
September, 1928 as recommended by the Tariff Board, levying a 
duty of Rs 1-8 on a gross of boxes, each containing 100 matches. 
A duty of 44 annas was imposed on every pound of undipped 
splints used for match-making, and of 6 annas per lb. on veneers 
used in box-making. 

The Indian match industry, sheltered by a high tariff has 
been able to meet India’s domestic requirements, and imports of 
foreign matches arc negligible 

The table below gives a statement of the quantity and 
description of matches manufactured in India' — 


I Twelve months, April to 
March 


i 

1947-48 

1946-47 

1 

Cto«s 

Gross 

<d) Boxes or Booklets containing on an average — 
(/) not more than 40 matches 
(n) between 41 ami 50 matches, both inclusive 
(tzt) between SI and 60 matches, both inclusive 
(to) between 61 and 80 matches, both inclusive 
(h) Boxes continuing on an average not more than 
12 matches of the type known as “Bengal 
Lights”' 

(c) Boxes or Packets ion taming on an average not 

more than 20 matches ot the type known 
as “Self lighting Bins’* 

(d) All other matches 

7,249 

21,930,520 

1*424,666 

67,754 

274,917 

15,149,135 

6,121,992 

119.S20 

T03 AL 

| 23,838,958 

21,946,599 


The Glass Industry t—The Indian glass industry is very old 
and there arc evidences to show that it was an established industry 
in the sixteenth ccntuiy, but it used very inferior material for the 
manufacture of bangles, bottles and flasks. Five glass factories of 
modem type were established between 1892 and 1893, but they 
soon dosed down. Another unsuccessful attempt was made in 
1909 to establish a glass factory in Madras under European 
management. A number of indigenous factories sprang into 
existence during the swadeshi movement of 1906-13, but of these 
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' only three were working in 19H. The Taiegaon factory in Poona 
f was working with financial aid of the Paisa Fund. 

The prevailing Indian industry may be distinguished into 
two categories, namely, the indigenous cottage (bangle-leaking) 
industry and the modern factory industry. Although the indi¬ 
genous industry is spread all over India, it is chiefly concentrated! 
in the Firozabad district of United Provinces and the Belgaum 
district in the south. There is a large colony of bangle-makers, 
and about sixty bangle factories exist in Firozabad. 

* The factory industry reniains as yet undeveloped and its pro¬ 
duction is mainly confined to the manufacture of lamp ware, bottler 
and carboys. The demand of the Munitions Board for specialised 
glasses during World War I encouraged several factories to* 
manufacture with some success glass tubing, flasks, beakers, Petri 
dishes and test-tubes. A few works have aiso been started to meet 
the demand of scientific laboratories* controlled by the Indian 
Medical Service, 

The Indian glass industry has been handicapped in addition 
to foreign competition by lack of trained personnel and supplies 
of essential materials like coal and soda ash, sand and lime and 
by inadequate finance, etc. There were 59 glass factories in 1932, 
the chief centres being Bombay, Jubbulpore, Allahabad and Naim 
in the United Provinces, which enjoy enormous advantages over 
other centres due to the close proximity of raw materials and 
fuel supplies. Useful work has been done by the Paisa Fund 
Glassworks at Taiegaon in training glass-blowers. 

The prospects of the glass industry have been brightened 
following the appointment of a Glass Technologist by the Gov¬ 
ernment of the United Provinces. Electric lamps, laboratory glass, 
glass-stoppered bottles, etc., have been manufactured with success. 
The World War II gave a further impetus to the growth of the 
industry and two new factories were added in 1939. In response to 
the representation of the glass manufacturers in India the Govern¬ 
ment of India referred the claim of the glass industry to protection 
to the Tariff Board in October, 1931. r fhe Board recommended in 
1932 the grant of protection for a period of ten years and outlined 
proposals for protective duties on sheet and plate glass, bangles, 
beads, false pearls, glass and glass ware. Meanwhile, it decided 
to give the glass manufacturing industry a certain measure of 
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relief by way of a rebate of duty on imported soda ash* Tins 
concession was to continue for three years. 

India produced 153,450 tons of glass in 1945 from 96 factories, 

Imports of glass aggregated Rs. 3,65,45,425 in 1947-48, com¬ 
pared with Rs. 1,46,54,139 during the preceding year. 

The Oil-milling Industry Although India possesses vast 
supplies of oil-seeds of various kinds, she has not yet developed 
on any large-scale the manufacture of refined oils and oil-seed 
cakes. A large volume of oil-seeds is exported abroad. In India 
oil-pressing is even to-day largely done by the archaic method of 
the bullock and the ghani There has been in recent years a 
great increase in the number of oil-mills worked by steam or 
other mechanical power, especially in the case of mustard oil, 
castor oil, and groundnut oil. The World War II gave a fillip to 
the development of this indigenous industry. 

Miscellaneous Industries :—During and after the World 
War II, India developed a large number of miscellaneous indus¬ 
tries, namely textile machine-making, engineering, cable-making, 
machine tools, tea chests, electricals, films, aluminium, priming, 
tiles, ship-building, foundries, saw mills, kerosene tinning and pack¬ 
ing, tobacco and cigarettes, lac and mica, etc. As India offers a large 
market for these goods, there is a vast scope for the development 
of these categories of industries. At present they are handicapped 
by lack of finance, equipment and technical knowledge, and it is 
confidently expected that the National Government will provide 
these industries with requisite help. 

The manufacture of textile machinery in India was initiated 
by Rirla Brothers 10 years ago, when the Textile Machinery 
Corporation was founded (1938) for the purpose of manu¬ 
facturing all types of cotton textile machineries. The work was 
however interrupted due to the outbreak of the war, when the 
Government requisitioned its factory at Beighurriah, 24 Parganas, 
Bengal. The factory was given back to the owners on 1st 
December, 1945. The company was well-equipped with plant and 
machinery and had first-rate technicians on its staff to assist both 
in the production and planning of new designs. It had already 
undertaken the production of spindles, and much headway had 
already been made in the production of spinning frames. Other 
spinning machinery and important finishing plants had also been 

16 
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planned and it was expected that by 1948 the company would be 
Ale to supply the entire requirements of a mill from its own 
factory. 

Meanwhile its sister concern, Tcxmaco (Gwalior) Ltd. which 
during the war, was demoting its attention to the manufacture of 
looms, was able to turn out about 100 looms per month, but 
several restrictions hampered the progress of this institution. 
There was great difficulty in obtaining essential raw materials. 
And it was not until January 1945, that the manufacture of looms, 
as distinguished from loom parts, was permitted at all. 

The Woollen Mill Industry t—The manufacture of woollen 
goods has been carried on in India, as a cottage industry for a 
very long time, but it was only recently that it developed into an 
organised iactory industry. India produces annually about 90 to 
J00 million pounds of wool, half of which used to be exported 
for carpets, yams, coarse blankets and felt. The average pro¬ 
duction per sheep in India is 2 lbs. as compared to 7f lbs. in 
Australia. India therefore lacks in fine varieties of wool for 
worsted goods, and has to import wool from abroad. 

The chief centres of trade in raw wool are the Hissar district 
in the Punjab, Almora and Nainital in U.P., Sind, Baluchistan, 
Bikaner, Beawar. Fa/ilka. Deccan and Khandesh (black). Gujrat, 
Kathiawar, and Sind (white), Mysore State, Bellary, Kuniool and 
Coimbatore. In other parts the sheep yields only hair without 
any felting quality. 

The woollen mill industry sprang up in the important hand 
weaving centres of the North in 1876. The first woollen mill was 
started at Kanpur in 1876 and another at DhariwaL HandJoam® 
formed part of the equipment of these mills for several years 
and even to-day some mills possess a few handlooms, Later, a 
mill was started in Bombay, and another at Bangalore, which was 
also an important centre of the cottage industry. There were four 
woollen mills by 1914, one each at Kanpur, Dhariwal and Bombay, 
manufacturing both woollen and worsted goods and only coarse 
blankets at Bangalore. The increased demand after World War I 
led to the establishment of three new mills around Bombay 
between 1919 and 1921. About the same time other mills also 
were started in Bangalore, Barotla and Amritsar. The total number 
of spindles rose to 74,500 and the amount of capital employed 
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rose frdm SO lakhs to 240 lakhs by 1921. The industry was 
depressed on account of foreign competition between 1925 and 
1933. The competition from Indy and Japan, following the 
depreciation of their currencies, was particularly keen, and three 
of the existing mills were subsequently liquidated. The industry 
applied for protection and in October, 1934, the Government of 
India referred this question to the Tariff Board. The Board made 
certain recommendations for the protection of the industry, but 
because two of the biggest mills, viz. Kanpur and Dhariwal refused 
to give evidence, the Government of India did not consider the 
matter. The Tariff Board found that by 1934 the number of 
mills increased to 13, spindles to 75,085 and looms to 1,595. 

The Rege Committee found in 1939 that the number of mills 
increased to 24 out of which 16 were in British India and 8 in 
Indian States and they employed 17,201 persons daily. There 
were in addition 19 woollen carper and shawl weaving establish¬ 
ments and 73 hosiery factories, employing 3,382 and 264 persons 
respectively. There were about one lakh hand looms, engaged in 
weaving. The mills were distributed as follows; U.P. 3, Punjab 6, 
Bengal 1, Bombay 4, Madras 1, Bihar 1, Kashmir 3, Raroda I 
and Rajputana 3. 

The World War II gave a great fillip to the industry by 
securing heavy orders from the Allied Armies for the supply of 
blankets, jerseys, socks etc. to the armed forces. The number of 
mills rose to 32 in 1943-44, employing about 18,000 persons. The 
main centres of importance are Kanpur, Dhariwal, Bombay, 
Mysore and Kashmir. The production of the Indian mills rose 
tiom about 4 million lbs. to 15 million lbs. by 1918. In addition 
to the 24 mills, another two were started, one each at Allahabad 
and Bangalore to produce blankets. 

The handloom producers in the Punjab, Kashmir, U.P. and 
Mysore, etc. did very well during the war, and their production 
increased all-round. It may be observed that the imports of raw 
wool increased from Rs. 62 lakhs to Rs. 4 02 crores between 1938 
and 1944. During World War II, the Government commandeered 
the entire supplies of woollen goods at controlled rates and they 
released 25 per cent of the mill output for the civilian market 
fiom January, 1944. This reduced supply in the market and 
prices rose sharply. The Government withdrew control from 
woollen goods tom January, 1947. 
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/ There has developed a small scale knitting industry using 
both power and handlooms in Punjab.. U.P., Bombay and Bengal 
jin addition to the knitting section of mills. It produces socks, 
stockings, caps, mufflers, pullovers, slipovers, coats, etc. 

The Indian industry lacks in technical skill and suffers from 
the absence of mutual co-operation between the various units, 
especially Indian and European. This leads to cut-throat compe¬ 
tition, inflicting heavy losses on the smaller units. The problems 
of industrial and scientific research and improvement of the 
internal organisation should be tackled by a central organisation 
of the woollen producers. A Wool Analysing Laboratory has been 
established at Poona and a central laboratory at Bombay. 

The Hosiery Industry :—The history of the Indian hosiery 
industry is pretty old. The first factory was started in Kidderpore, 
a sub tub of Calcutta, in 1892 under the name of rhe Oriental 
Hosiery Ltd. 

The Swadeshi movement, following the “Partition of Bengal" 
agitation (1905) imparted an impetus to this industry and several 
factories were instituted. The firsr World War ga\e a further 
stimulus to the industry, which made large profits due to 
prevailing high prices. It enjoyed a boom till 1926. There was 
an all-round development and several modern i\pes of machines 
were installed in different parts of the country. Later, it had to 
encounter severe competition from cheap Japanese goods. The 
difficult if s ol the Indian industry were further accentuated by 
the economic depression after 1929 and the continued depredation 
of the Japanese yen. 

The industry again revived, following the passing of the 
protective legislation in 1934. The Tariff Act of 193-1 did not cover 
all branches of the industry, but the Act was suitably amended 
in 1936 to protect all branches of the- industry. Although the 
period of protection was to expire on 31st March, 1939, it was 
extended up to 31st March. 1942 by an Amending Act. 

The industry benefited substantially from World War II, 
when huge orders flowed from the army for hosiery goods. 
During the war, the hosiery industry came to be organised on a 
small-scale basis in Ludhiana and other centres in the Punjab 
Lahore, Jullundur, Rawalpindi, Kanpur, Lucknow, Bombay, 
Ahmcdabad, and Calcutta were added to the list of chief centres 
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of the industry. The bigger units using power-machines turned 
our pullovers, slipovers, coats, etc, while the smaller concerns 
specialised in knitting of socks, stockings, caps and muffle 4, 
Regarding the yam used, the woollen mills could produce part?, ^ 
of their yarn requirements, white the industry as a whole had 
depend largely on foreign imports. The demand for woollen goods * 
being seasonal, the knitting units produced woollen goods only for * 
lour to five months in the year and. switched on to knitting of 
cotton goods during the rest of the year, 

It may be observed that the number of factories rose from 
10 in 1941 to 42 in 1944 Wyh 30 in Punjab, 5 in U.P. and the rest in 
Delhi and Bombay. It tS estimated that hosiery units produced 
one million pairs of socks and stockings per month in 1946. 

Rayon Industry: —The scope for the development of this 
industry in India is considered quite promising since we have all 
the raw materials for the successful working of the industry, 
namely, soft wood, bamboos, cotton, etc. In addition, there is a 
vast inland market which is expected to widen with the gradual 
improvement in the standard of living of the masses. During the 
quinquennium preceding the outbreak of the war, India was 
importing, on an average Rs. 35 million worth of artificial silk 
and yarn per annum, mainly from Japan. 

The Tra\ancoie State is the pioneer regarding this enterprise 
The State sponsored a joint stock company with a capital of 
Rs. 15 millions for the purpose of manufacturing rayon in 1947. 
The lattory is under construction and production is likely to 
begin at an early date. The capacity of the plant installed is 
5 tons of artificial silk yarn per day, which is likely to be increased 
to 10 tons per day in due course. 

The Hyderabad State has also recently floated a company 
for the same purpose*. The paid-up capital of the concern is 
RvS. 20 millions. The initial production capacity is fixed at 5 tons 
per day, with provision for expansion to 10 tons. 

A few leading Bombay industrialists are now proposing to 
start the manufacture of rayon products by the viscose process and 
a company has already been registered. It is stated that the 
promoters prefer viscose process, because it is cheaper, time-tested 
and basically sound and over 75 per cent of the world production 
of rayon is made by that process. The promotets aim at estah- 
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lishing a factory capable of producing 10 tons per day. In 
addition, the company proposes to manufacture transparent paper, 
which is an allied product and commands a large market in India* 
The company has an issued capital of lls. 35 millions. The factory 
is to be located near Kalyan (60 miles from Bombay) where an 
abundant supply of fresh water and cheap hydro-electric power 
is available. 

The Myssore Government is also reported to be considering 
the establishment of a rayon factory at an estimated cost of Rs. 20 
millions at Kannambadi (16 miles from Mysore) where Water and 
power facilities are plentiful. It is stated that two years of research 
of the State's Forest Research Institute, has yielded results, dis¬ 
closing that fiiM grade rayon could be produced from bamboo, 
a material found in abundance in Mysore. 

It may be observed that imports of rayon in 1923-24 were 
about 400,000 lbs. and rose to 37,500,000 lbs. in 1939-40 valued at 
Rs, 2,64,00,000 plus 54,000,000 yards of piecegoods, made purely of 
ravon, valued at Rs. 2,10,00,000. Thus the total consumption of 
rayon in India amounted to 48,300,000 lbs. valued at about 
Rs. 4,74,00,000 in 1939-40. 

The Plastics Industry :—Although the Plastics industry jts 
of comparatively recent growth, it has expanded rapidly, owing 
to the manifold uses of plastics. There is hardly any industry 
which docs not use some or other of its products. The manu¬ 
facture! of plastics, for instance, may count on substantial orders 
from the electrical, building, motor vehicle, shipbuilding packing 
and container, railway, synthetic chemical, aircraft, machinery, 
shop and office-fitting and house-hold equipment industries. 
Plasms has great potentialities in sugar and textile manufactures. 

The Indian plastics industry received a great stimulus during 
World War II when imports of plastic goods from U.S.A., England, 
Germany ar.d Japan considerably dwindled. A number of factories 
started functioning and initially they confined themselves exclu¬ 
sively to the manufacture of articles meant for domestic use. 
Later, they widened their field and began manufacturing electrical 
appliances, e.g., switches, ceiling roses, cut-outs, lamp-stands, 
shades, etc. 

India possesses some natural advantages of raw materials. 
The three principal sources of raw materials are coal, petroleum, 
forest and agricultural products. Besides, there is easy access 
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to natural resins like lac, which is another useful raw material 
for the plastics industry. Facilities for the manufacture of Phenol 
formaldehyde resins exist in Bihar. The council of Scientific and 
Industrial Research has been very active in this field and the 
question of developing India's natural resources is being thoroughly^ 
investigated. 

The market for plastics in India shows continued expansion 
and its consumption rose from Rs. 50 lakhs a year during 1936-39 
to about Rs. 5 crores per year during 1943-46. In spite of a 
widening market, the Indian industry is beset with certain diffi¬ 
culties. Indian manufacturers largely depend upon imports of 
plastic powders from U.K. and U.S.A. and these countries are 
gradually diminishing their supplies to India owing to their own 
requirements. The future of the Indian industry therefore 
depends upon large manufactures of plastic powders within the 
country. Although there arc two factories in Bangalore engaged 
in the manufacture of these powders, their total production is 
inadequate to meet the entire domestic needs. Attempts should 
be made to step up the production of plastic powders in India. 

The following table illustrates the capital and labour employed 
in important Indian industries: — 


Industry 


t. Cation Textiles 

2. lute 'Textiles . , . 

a Sugar 

4. Cotton Ginning and Pressing . 

5. Klee trie Power . . 

6. Iron and Steel . . 

7 Cement 

8. Cigarettes ... 

V. Paper . 

10. Flour Mills ... * 

11. Woollen Textiles . . 

12. Soap 

13. Matches 

14. Breweries and Distilleries 

15. Heavy Chemicals 

16. Glass 

Total 


i Capital 

Labour 

1 employed 

i employed (1939) 

Million 

I Average daily 

Rs, 

] No. ol workers 

1,278-308 

■ 442,000 

770*081 

302,300 

378*370 j 

81,800 

, 341 573 1 

168,000 

338-942 i 

14,700 

292*229 , 

43,200 

176*780 

9,600 

95-286 | 

5,200 

66-006 

10,600 

47-706 

5,700 

33-759 

8,300 

26*881 

2,230 

26*245 

16,600 

25-322 

2,140 

7-400 ! 

5,000 

1*818 

7,000 

i 3,907-606 

1,124,370 
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Importance of Cottage Industrie* in India t —That cottage 
industries occupy an important place in the country's economy is 
illustrated by the fact that workers engaged in cottage industries 
even to-day form a large percentage of the total population and 
they vastly outnumber labourers employed in organised industries. 

It is erroneous to think that in modem days, there is no 
place for small-scale industries, which have existed hitherto side 
bv side with large industries and will continue to survive, because 
small industries have a few basic economic benefits. The in¬ 
troduction of electricity on a larger scale is likely to perpetuate 
the existence of small units on a sound economic basis. There are 
Certain consumers’ demands requiring artistic and luxury tastes 
and these can never be subjected to mechanical and standardised 
production. In addition, there are other industries in which 
personal touches are vital and as such they are likely to persist 
a ? v small scale units of production. 

It is also found that small industries stand the competition of 
large-scale production in an effective way, because they enjoy 
certain inherent economic advantages. An industry which is con¬ 
ducted at home derives the benefit of the labour of the entire 
family. A proprietary worker can invariably produce goods at a 
comparatively cheap cost of production and this is one of the 
underlying principles of the vitality of cottage industries. These 
advantages of small units can be adequately improved if the small 
craftsmen are given modern facilities of marketing, technical 
knowledge and financial help through co-operation and state aids 
of various kinds. 

The importance of cottage industries is peculiarly im~ 
pottant in India in view of the predominance of agriculture and 
of the rural bias of the population. In India a cast number of 
population remains without any effective employment and cottage 
industries oiler by far and large the most suitable occupation for 
the general masses. Cottage industries requiring limited capital 
equipment and financial resources are admirably suited to Indian 
conditions. 

In Indian agriculture it is normally found that the cultivators 
have no work for the major part of the year and this uneconomic 
leisure can be profitably employed in the pursuit of cottage in¬ 
dustries, Besides Indian agriculture is so uneconomic at the 
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present stage of development that in order to raise the standard 
of living of the agriculturists, it is fundamentally important to 
supplement their incomes hy the development of cottage industries. 

Analysing the position of cottage industries in India, it p 
found that certain small industries like hand-spinning practically 
decayed after a flourishing career, following mills' competition. 
There are some handicrafts, competing with factory products, 
which are actually running very low and cannot be said to be 
economically sound. They nevertheless continue to persist due to 
the conservatism of the artisans, who are determined to drag on. 
They are reluctant to abandon their trades. In several cases, they 
arc forced to adhere to their crafts owing to debts and pressure 
of the money-lenders. There are groups of small industries which 
are economically sound and competing successfully with machine- 
made products. These cottage industries are normally associated 
with agriculture and require simple tools and implements. They 
have also adjusted themselves to modern conditions by continued 
adoption of improved technique. The Industrial Commission 
reported that the weaver has taken to mill yarn, the dyer to 
synthetic dyes, the brass and coppersmith to sheet metal, the black¬ 
smith to iron rolled in convenient sections. In some districts in 
Lower Bengal, the weavers use the fly-shutrle slay extensively and 
they have recently adopted it in large numbers in the coast 
districts of the Madras Presidency. It is also gradually coming 
into use elsewhere. The tailors employ sewing machines and town 
artisans use improved tools of European or American manufacture. 

Cottage industries in India should therefore be regarded as 
complementary to large industries. India is a vastly undeveloped 
country and both may be equally encouraged with ultimate 
advantages to the community. Cottage industries occupy a unique 
significance in India's economy and the country was lucky that 
this aspect of the cottage industries was fully emphasised by 
Mahatma Gandhi on several occasions and he spared no pains to 
resuscitate cottage industries on an extensive scale. 

The Cotton Handloom industry t—The cotton handloom 
industry ranks pre-eminent amongst cottage industries. It shows a 
remarkable vitality and adaptability. It holds itself on par with 
mill-made cloth. It produces coarse doth which is durable and 
preferred by rural folk to mill-made doth. The weaver lias his 
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oiira distinctive sphere in fine fabrics of specialised qualities. In 
addition, he enjoys the advantage of his family labour. The 
'■Weaver in India has also been found to improve his technique of 
production with modern times and this has kept his position 
unassailed. In spite of the continuance of handloom weavers, they 
are definitely poor and live a low standard of life and improvements- 
in this direction arc urgently called for. 

The following table illustrates the statistical position of hand- 
loom cloth produced in India: — 


1905-6 

1909-10 

1913-14 

1918-19 


Yds. (crores) 

..108 1 1923-24 

.. 90 ; 1926-27 

,. 107 l 1930-31 

. 105 1936 37 


Yds. (crores) 
... 101 
... 133 

.. 139 

. . 149 


Until recently the handloom industry was left alone and had 
to struggle hard to survive. 

in certain cases only Provincial and State Governments have 
been trying to help it by encomaging the introduction of improved 
appliances, especially fly-shuttle slays. In Madras the Government 
showed early interest in the handloom industry and have main¬ 
tained it. They started a weaving factory at Salem in 1906 for 
experimental wotk under Alfred Chatter ton. This created much 
enthusiasm and the Industrial Contemne of 1908 made recom¬ 
mendations of a far-reaching character regarding industrial policy,, 
but the then Secretary of State Lord Morley was a strong advocate 
o£ laisscz faire and did not favour such a state policy. So the 
Madras Government abandoned their policy of helping industries 
and launched schemes of industrial education instead. In United 
Provinces the peripatetic weaving schools were abolished and 
model weaving schools were established at certain centres, entrusted 
with the task of demonstration work also. Central units which 
were established did admirable spade work although in a limited 
field. 

The Indian handloom industry had to encounter a lot of 
difficulties especially after 1930. The markets for handloom doth 
showed a declining tendency, The Provincial Governments took a 
serious view of the situation and suggested that the problem could 
be solved only on an All-India basis. Accordingly a “meeting of 
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the reconstituted Industries Conference” was held in Simla in 
July, 1933. The Government of Madras proposed the levy of 
a cess on Indian mill yarn with a countervailing duty on Indian 
and imported cloth, the proceeds of which were to be applied tp 
setting up a proper organisation fox the handloom industry, 
mainly through the co-operative agency. This suggestion did not 
receive general approval, nor did the idea of co-operative agency 
evoke any enthusiasm. Sir Allen Lloyd, while disapproving of a 
cess on imported yarn, indicated the possibility of grants-in-aid 
from the Central revenues. I he Government of India agreed that 
the handloom industry was affected by the import duty on yarn 
and so along with the Tariff (Textile Protection) Amendment Act 
of 1934, a grant to the handloom industry equivalent to the 
proceeds of an import duty of \ anna per pound of imported 
yarns up to 50s was included in the budget of 1934-35. A grant 
of Rs. 5 lakhs per annum was distributed in the year 1934-35 
and utilised by the Provinces for approved schemes. 

A conference was convened at Delhi in December, 1940 to 
tackle the problem of yarn shortage for handloom weavers. The 
discussions at the conference disclosed that there was a lack of 
reliable data on many crucial points relating to the hand-weaving 
industry and on the exact nature of the competition, if any, 
between it and the mills. It was therefore, decided to appoint a 
fact-Finding Committee to investigate into the problems of the 
handloom industry, the types of production, the difficulties of 
obtaining yarn and marketing finished products, the state of the 
handloom technique, the lines of reorganisation and the possibility 
of demarcating a special field for the handloom industry. The 
Twelfth Industries Conference which met at Lucknow in 
December, 1940, endorsed the proposal for the appointment of a 
Fact-Finding Committee and accordingly a Fact-Finding Com¬ 
mittee was constituted under the Chairmanship of Dr. P. J* 
Thomas by the Commerce Department early in 1941. It 
reported that despite the unsatisfactory condition of hand-weavers 
in many parts of the country, it is not correct to consider hand¬ 
weaving as a decaying industry. This can be seen by an examina¬ 
tion of the numbers engaged in the industry, by the substantial 
improvements in production lately carried out and by the profit¬ 
able business pursued by certain sections of the industry which 
are properly organised. In spite of the decline in tire numbers 
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employed in the industry, there are to-day more than 2\ million 
workers engaged in handloom weaving and this cannot be over¬ 
estimated in view of the fact that there are as many as 2 m|JUon 
looms in th & country. It is also estimated that population around 
10 million are still depending on this industry. The cotton textile 
industry employs 4,30,165 workers out of which a considerable 
number is working in spinning mills, producing yarn for the 
haMdooms. Thus, although the mills are producing 61 per cent 
of the total cloth consumed in the country, they employ only 
a seventh of the total number of workers in the cotton textile 
industry and the remaining six-sevenths are employed in the hand- 
Weaving industry. The 2) million workers engaged in hand¬ 
weaving maintain a population of about ten millions. If after a 
hundred years of mill competition, the handloom industry is still 
able to employ such large numbers, certainly it indicates that the 
Indian handloom industry has unique capacity for survival. It 
mav be remembered that during this period the handlooms in 
nearly every other country have either disappeared or dwindled to 
a negligible proportion. The virility of this industry is illustrated 
by the commendable adjustments made in certain centres in 
regard to the methods of production, designs, quality of work, etc. 
Fly-shuttle slays, dobbies and jacquards have been introduced in 
many places and substantial improvements in workmanship have 
also been effected. Hand-weavers in various parts of the country 
have been following the changes in popular taste and have 
adjusted their workmanship to modern requirements. They have 
also been frequently utilising the use of chemical dyes in recent 
years and producing an innumerable variety of colours, which are 
Well appreciated. The total doth produced on small power looms 
and handlooms is estimated at about 1,500 million yards. 

Economics of Khadi :—Kbadi has come to occupy a 
memorable place in the political and economic life of the country. 
Among the various economic remedies advocated by Mahatma 
Gandhi, Khadi production is the most important ami controversial 
piece of reform. Khadi is acclaimed as the symbol of unity of the 
Indian population, their economic freedom and equality. Khadi 
mentality implies a decentralisation of production and an equitable 
distribution of the necessaries of life. It has been urged that 
f every village should produce in addition to all its requirements, 
$, certain percentage for the cities. 
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In normal years our country used to consume atmu&liy about 
10 million yds. of Khadi, worth about R$. 34,00,000. Hand-spinning 
and weaving received special stimulus after 1920, when the Indian 
National Congress started to propagate that people should wear 
Khaddar as a symbol of discipline and sacrifice. The All-India 
Spinners" Association was started in September, 1925 and separated 
from the Indian National Congress. The Association has been 
a driving force in the industry since that date. The Khadi 
movement was revitalised by the installation of Congress Ministries 
in Provinces after 1937. 

The industry is handicapped by high costs of hand-spun and 
hand-woven cloth and un-uniform quality. The advocates of Khadi 
however feel confident that costs and quality can be competitive 
by the utilisation of modern technique. 

The AU-lndia Spinners' Association extends its operation to 
over 15,000 tillages and engages over 350 T 000 artisans. Khadi 
worth Rs, 1,20,02,430 was produced in 1942 and workers earned 
wages of about Rs. 80 lakhs. The All-India Spinners’ Association 
produced Khadi of the value of Rs. 6,83,57,862 during the past 
eighteen years and paid wages of about Rs. 4,10,30,031, representing 
nearly 60 per cent of the cost of production compared to 22 
per cent in the organised large-scale textile industry. The 
aggregate lunch employed in the activities of the Association have 
amounted to about half a crore of rupees. The artisans benefiting 
from the work of the Association are spinners numbering 3,24,391, 
weavers 25,024 and ginners and <aiders etc. 4,842. 

The aim of the All-India Spinners’ Association is to render 
each village self-sufficient in matters of cloth. The Khadi industry 
is likely to absorb a large number of unemployed rural population, 
if it can be organised on right lines. 

The Woollen Handioom Industry t— The manufacture of 
woollen goods is found in nearly all parts of the country. The 
quality of the wool varies fiom place to place, the sheep in the 
hilly tracts generally yielding wool of finer quality. The woollen 
handioom industry absorbs about 40,000 people. 

The manufacture of woollen carpets reached a high degree 
of excellence during the Mogul period. The demand for 
woollen carpets flowed chiefly from the royal courts and 
nobility, and the industry in consequence was located mainly in 
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tbe principal* cities. Afterwards it migrated to other centres 
, fallowing the break-up of the Mogul Empire. Though the down- 
/jfeU of the Empire eliminated the local demand for carpets, it was 
compensated by foreign demand after the institution of the Bullish 
/ rule. The foreign demand encouraged the production of cheap 
articles, fashioned according to patterns sent out to India from 
.abroad and notable deterioration in quality occurred. The use 
of aniline dyes assisted the prevailing deterioration. The opening 
of the foreign markets attracted a large number of middlemen 
in the export trade of these goods. Carpet-weaving in India now 
depends almost entirely on foreign demand, which absorbs about 
90 per cent of the total production. 

Carpet-weaving as a cottage industry is in a languishing con¬ 
dition due to the ignorance and poverty of the weaver and lack 
of organisation. Very oiten the weaver accepts advances from 
the dealer and produces according to the dictation of the latter, 
having no personal interest in the work. The weaver is at the 
mercy of the dealer and has no opportunity of obtaining a fair 
price for his producr. 

The manufacture of shawls was well known in India in pre- 
British days, especially in Kashmir and Punjab. The Moguls 
were particularly interested in the development of this indusrry. 
The famine of 1830 hit the industry hard and the difficulties of 
the industry also increased by various imports of the Kashmir 
State. The development of an export trade to Europe which 
began in the early years of the nineteenth century assisted the 
industry, which absorbed over 15,000 workers. The European 
demand sharply declined following the Franco-German war of 
1871. The demand never revived, as shawls were no longer a 
fashion and the Indian industry was further handicapped by the 
beginning of shawl manufacture at Paisley in England. 

The production of blankets is widely prevalent in India and 
is generally a by-occupation pursued by shepherds or agriculturists. 
This industry is important, because it employs a very large number 
of people. The blanket-weaving industry offers a good scope of 
development as a cottage industry, as there is a large domestic 
demand for blankets. Raw materials are abundantly available 
and there is no possibility of foreign competition. 

Tbe Silk Industry :—The East India Company was primarily 
interested in the trade in raw silk during the first three-quarters 
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the seventeenth century. Subsequently, the Company began 
to export Indian silk manufactures to England in large quantities. 
This met severe opposition of English weavers. Tile East India 
Company once more reverted to the trade in raw silk. The policy 
of favouring the production of raw silk and discouraging manu¬ 
factures had unfavourable repercussions on the indigenous weaving 
industry, which was subsequently hit hard by the growth of the 
silk-weaving industry in Europe with modern technique, Japan, 
China and the United States also emerged as competitors in the 
European markets. The domestic demand for hand-loom silk 
goods disclosed a declining tendency as the educated and well-to- 
do classes no longer fancied such articles. 

Sericulture and silk-weaving have suffered in India during 
recent times. India's exports of the raw material have not only 
decreased in volume but have changed in form. Silk is mostly 
exported in the form of waste or cocoons. The reeling is vso badly 
done in India that foreign countries prefer to take the Cocoons 
from this country and do the reeling themselves This also 
accounts for the popularity of imported silk in India. The Indian 
weavers themselves prefer the more evenly reeled Chinese or 
Japanese silk to the home-made product. Efforts are being made, 
especially in West Bengal, to improve the quality of the Indian 
silk. The Agricultural Department in this province runs two 
scricultural schools. Attempts are also being made in Assam and 
the Indian States of Kashmir and Mysore to encourage sericulture. 
The Government of India established the Imperial Sericu Rural 
Committee in 1935 and grants amounting to Rs, 93,000 were 
allotted to various provinces ro enable them to set up schemes 
for the benefit of sericulture in Bengal, Assam, Madras, Bihar and 
Orissa and Burma. The schemes were designed to increase pro¬ 
duction of disease-free seeds and to help the investigations 
regarding silk-worm disease. Imports of artificial silk yarn rose 
from 225,000 lbs. to 7,700,000 lbs. between 1922-23 and 1928-29. 
Imports of artificial silk amounted to Rs. 487 lakhs in 1937-38. 
Although Japan dominated in India’s imports of silk, she was 
nearly outstripped by Italy before World War II. The reduced 
prices and improved quality have contributed to die increasing 
popularity of rayon products. The indigenous silk-weaving indus¬ 
try has been steadily losing ground to manufactures from abroad 
for lack of efficient organisation, inadequate resources of the 
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Ij^erige weaver and Ms antiquated methods of production. The 
l^aufacture of silk goods as a cottage industry enjoys certain 
^^eculiar advantages in India. Any large-scale production with 
> modern mechanical appliances is relatively more difficult to intro¬ 
duce in this industry than in the case of cotton manufactures and 
has hardly yet been tried in this country. Besides, silk manu- 
^ factures, being luxury goods in India, offer scope for diversity in 
workmanship. The indigenous industry is sheltered in a large 
measure by the import duty on manufactured goods, which is 
double that of the raw material. The domestic industry is likely 
to flourish as a cottage industry in India, because Indian con¬ 
sume* s are again preferring indigenous products to foreign 
merchandise. 

The Indian Tariff (Textile Production) Act of 1934 also gate 
protection to the Indian sericuhural industry according to the 
recommendations of the Tariff Board. It levied protective duties 
on raw silk, silk yarn, piece-goods and mixtures as well as on 
fabrics of artificial silk and mixtures. The duty on artificial silk 
yam was also raised to 25 per cent acl valorem with an alfemativ c 
minimum specific fluty of 3 annas per lb. The protective duties 
on silk and silk manufactures were extended for a further period 
of two years in 1940. 

The consumption of silk in India was estimated at about 
10| million pounds in 1938; 1,500,000 lbs. silk were produced in 
India; 2,250,000 lbs. raw silk imported from abroad; 6,500,000 lbs. 
Silk imported as manufactured fabric. 

It may be observed that there are various other important 
cottage industries, r.g., furniture, embroidery, jewellery, cutlery, 
metal, soap-making, match-making, pottery, cap-making, doll¬ 
making, ink, bread and pastry-making, etc. 

Silk Industry in West Bengal Every effort is being made 
by the West Bengal Government to revive the silk industry, once 
the glory o£ Bengal. While steps arc being taken to organize 
rearers of silkworms into efficient working groups for the produc¬ 
tion of the right type of cocoons, which form the foundation of 
the industry, reelers are also being encouraged on co-operative 
lines by the provision of finance and offer of various inducements 
in the shape of wages and rewards. Organizations are also being 
set up for the disposal of silk yarn. 
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To ensure die maximum financial return a weavers^ organic 
nation has been set up and utilization of silk waste is being looked 
after. Marketing arrangements are being made for the disposal 
of finished fabrics. 

There are about 5,700 silk weavers who have specialized in 
manufacturing typical varieties of fabrics in different districts* 
Sonamukhi in Bankura and Islampur in Murshidabad excel in u 
making shirtings of various designs, whereas Vishnupur in 
Bankura, Mirzapur in Murshidabad, Anandapur and Keshiary in 
Midnapore, Dainhat in Burdwan, and Malda specialize in dhoties 
and saris. There are areas in Midnapore and Nadia where 
weavers use natural and art silk for designed borders of cotton 
dhoties and saris. v > 

Weavers buy l)otli foreign and Indian raw silk, the former 
from local importers and the indigenous variety from centres of 
production in Malda and Murshidabad. The sources of foreign 
silk are Italy, Shanghai, Hongkong and Japan. Silk yam from 
U.S.A. and Japan, spun silk from UJK., and U.S.A., and gold thread 
fiom Benares, Surat and France are also used. If imported silk 
is cheaper titan indigenous, weavers in some places use imported 
goods exclusively. Usually, however, the warp is prepared from 
imported silk, while the weft is made from indigenous material. 

Weavers generally sell their goods to local mahajans, who, 
in ttirn, bell them to Calcutta, Delhi, Madras and other markets. 
They are seldom exported. Bengal silk is superior to foreign silk 
as far as glaze and durability are concerned, but inferior in other 
ways. 

The market for silk has shrunk considerably since the partition 
of the country. West Punjab, Sind and East Bengal which pro¬ 
vided a steady demand have been practically closed. 

Bengal's silk indusrry is of historic importance and the 
establishment of a silk reeling factory at Cossimbazar in the 
middle of the 18th century by the East India Company was an 
important development. Lack of uniformity in the locally manu¬ 
factured reeled silk was removed with the help of an expert. 
Wilding, who was brought to the Cossimbazar factory by the 
Company. 

To improve the yield and quality of cocoons, worms were 
imported from China in 1771, but with little result. Between 1770- 
1775, improved reeling was introduced—an adaptation of French 
17 
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Mid Italian methods on locaJiy made wooden machines, This was 
4U) improvement on The older practice and, though not as efficient as 
desired, it brought about substantial improvement in quality. 
After 1775, the Company began to trade in raw silk reeled in their 
factories from cocoons purchased from local rearers. 

During the period 1776-1785, the import of Bengal silk into 
England averaged 560.285 lbs. per year. The Company's silk con¬ 
tinued to grow in popularity and in 1805 exports to England 
totalled 835,904 lbs In 1832. the Company ceased to import directly 
And, as a result, there was a steady decline in Bengal's silk export. 
A minor revival occurred in 1845-46, when an epidemic among 
silkworms broke out in Europe. 

The demand for Bengal's silk, however, began to decline 
again from 1873 as it failed to compete in quality with raw silk 
from Japan, With the fall in demand, there was a fall in price 
roo. The rent for mulberry lands, however, remained the same— 
Rs. 50 per acre—and competing crops, especially jute, showed a 
spurt in prices. Cultivators, therefore, began gradually to turn 
from mulberry ro other crops. 

The State in Relation to Cottage Industries -The ignor¬ 
ance of artisans is a great handicap to the development of cottage 
industries in India. It is therefore essential to provide manual 
training and education in industrial crafts. The Department of 
Industries, Bombay, maintains six weaving schools for training 
hand-loom weavers. The Industrial Commission recommended 
that demonstration hand loom factories assisted by the Govern¬ 
ment should be started for the training of the intelligent section 
of weavers and a commercial section should be attached to the 
weaving schools in order to enable enterprising artisans ro start 
small hand-loom factories on their own account. The jails and 
reformatory schools teach various industrial crafts, c.g., carpentry, 
cane and bamboo work, etc, to enable the prisoners to set up as 
craftsmen after they are discharged. The supply of raw materials 
of quality to cottage industries should be arranged. Attention 
should also be paid towards improving die technique of cottage 
industry through modern implements and tools. Demonstrators 
have been appointed in Bihar and Orissa to conduct peripatetic 
demonstration of improved appliances. The Cottage Industries 
Institute carries out experiments in various sections, arranges for 
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the supply of looms, dyes, accessaries, etc., and introduces new 
cloths and new patterns among weavers, Similar services for the 
silk industry are rendered by the Bhagalpur Silk Institute ahd the 
experimental blanket factory at Gaya is endeavouring to improve 
the indigenous blanket industry. The Department of Industries 
in Central Provinces is attempting to introduce improved slays 
among weavers. 

As lack of finance* is a great drawback of Indian cottage 
industries, the Industrial Commission suggested that small loans 
should be given by the Director of Industrie®, or that tools and 
plants should be supplied on the hire-purchase system so that 
they become eventually the property of the artisans. The problem 
of finance is likely to be effectively handled by cooperative credit. 
The principle of co-operative is aimed at helping the small artisans 
by providing loans at a reasonable rate of interest and affording 
facilities in the purchase of raw materials, tools and implements 
and in the sale of finished products. Artisans suffer from Mck 
of a marketing organisation. They cannot advertise their goods 
and fail to secure fair prices. The Arts and Crafts Emporium at 
Lucknow, Lahore and Madras are designed to remove this handi- 
cap to a certain extent. It may be observed that great attention 
is usually paid in foreign countries to this aspect of marketing. 
The toy industry of Germany and the cottage industries of Japan 
benefit substantially from the business organisation, which takes 
over the produce of the industries and disposes of it within the 
country and abroad. The Swadeshi Stores in Bombay provides a 
good illustration of an active and successful agency for internal 
distribution of indigenous products. The Department of Indus¬ 
tries, Bombay, has also opened a Sales Depot in Bombay for 
popularising the products of cottage industries. The problem of 
the marketing of hand-loom products was considered at the sixth 
Industries Conference in 1934 and various co-operative schemes 
have since been adopted by the Provincial Governments of Madras, 
Bombay, Bengal, Central Provinces and Berar, Punjab, Bihar and 
Orissa. Eight Co-operative Industrial District Associations have 
been formed in Bombay at important centres. Each Association 
is to own a shop of its own, which will accept on consignment 
account against partial advances, and sell on a commission basis 
products of hand-loom weavers. A marketing officer and a textile 
designer have also been appointed. The Industrial Museum 
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maintained by the Industries Department of West Bengal Gov- 
^rtiment is likely to be helpful in this regard. Although the 
responsibility of cottage industries vests in provincial governments, 
1% is gratifying to observe that the Centre is now taking an active 
' interest in speeding up the growth of cottage industries. The 
Central Cottage Industries Emporium established at Delhi by the 
Ministry of Industry and Supply will be of great assistance in the 
marketing of products of cottage industries. 

A country-wide propaganda is necessary to popularise pro¬ 
ducts of cottage industries in India. The sixth Intcr^Provincial 
Industries Conference held in July, 1934 discussed various schemes 
submitted by Provincial Governments for the promotion of the 
hand-loom industry. The Government of India announced at the 
conference that it had decided to spend about Rs. 5 lakhs every 
year for five years for the development of the hand-loom industry. 
Tjhc unions schemes of the Provincial Governments include the 
training of weavers in improved technique of production, the 
establishment of sale depots and weavers’ co-operative societies 
for the marketing of hand-loom products and the introduction of 
new patterns and designs. The seventh Industries Conference 
also favoured the holding of exhibitions of hand-looni machineries 
and fabrics. 

Cottage industries received fresh .stimulus from the inception 
of provincial Congress Ministries in 1937. The All-India Village 
Industries Association, established in 1935 under the auspices of 
the Indian National Congress, has been actively trying to revive 
cottage industries in villages. The set up of the National Planning 
Committee tn 1939 by the Working Committee of the Congress 
has also emphasised the importance of cottage industries in India’s 
economy 

The Government of India constituted the All-India Cottage 
Industries Board in 1948 and at first meeting, the Board decided 
to help the growth of cottage industries not only regarding internal 
consumption of their products but also through exports and 
recommended that each Trade Commissioner’s office should have a 
showroom for cottage industry products. 

The Board decided that the Provincial and State Govern¬ 
ments would primarily be responsible for development and expan¬ 
sion of cottage and small-scale industries, while the Central 
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Government acting under the advice of the Board, Would give 
them all assistance by way of co-ordination and technical advice. 

The Board recommended early establishment of a central 
training institute to undertake primary training of instructors in 
cottage industries, advanced training in the technique and organi¬ 
zation of such industries, refresher courses for master craftsmen 
and exploration and utilization of raw material resources, develop¬ 
ment of small machine tools and accessories for cottage industries 
and adoption of small machinery imported from abroad for these 
industries. 

It was decided that all Provinces and Suites should undertake 
a thorough simultaneous survey of cottage industries on uniform 
lines indicated by the Board and the results be collected on an 
all-India basis by the Direcror-General of Industries and Supplies* 

The Board recommended that every Province and State 
should establish a Cottage Industries Board to co-ordinate all 
activities relating to cottage and small-scale industries in its area 
and that All-India Board maintain close contact with the provin¬ 
cial boards. 

Another resolution emphasized the importance of providing 
adequate credit facilities to persons engaged in cottage industries. 

The Board emphasized the importance of standardization 
and quality control at the production stage and recommended 
establishment of an export screening committee to select samples 
of products to be sent abroad. While die Government will thus 
stimulate exports through their Trade Commissioners, there will 
be no interference with normal export trade 

The Board stressed the importance of integration of large- 
scale and cottage industries and decided that two possible ways of 
such integration, namely reservation of certain fields of produc¬ 
tion for cottage industries and manufacture of components by 
cottage industries for large-scale industries and vice versa, should 
be examined by the expert Development Committees already 
functioning under the Director-General of Industries and Supplies ; 
these committees should be expanded to include persons con¬ 
nected with allied cottage industries. 

In view of the most urgent need of rehabilitation of refugees 
and of the fact drat organization of cottage and small-scale indus¬ 
tries is one of the most important means of rehabilitating them, 
the Board recommended that Provincial and State Governments 
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tHkt urgent steps to establish refugees in such industries and 
provide equipment, raw materials, technical guidance and training 
purses. Wherever necessary, assistance to refugees should be 
given, as far as possible, through co-operative societies or organized ’ 
groups of refugees. 

The Board consStituted a committee to examine the progress 
made in Provinces and States in co-operative organization of 
cottage industries and ro suggest wavs by which the co-opera the 
organization could be accelerated and made more effective. 

A Standing Committee for the hand-loom industry was 
formed to replace the All-India Handloom Board. The Standing 
Committee will consist of certain members of the Cotrage Indus¬ 
tries Board, official representatives of all Provinces and certain 
States, weavers* representatives from all Provinces and certain 
States, a spinners 9 representative, a representative of the textile 
mill industry, a representative of the handloom printing industry, 
and representatives of the Government of India. It was also 
decided ro establish standing committees to deal with cottage 
industries in leather and metal-working. 

Pakistan Pakistan is deficient in industrial development 
and has no jute manufacture, ship building, iron and steel worts, 
copper smelting, lead melting, mica melting, dyeing and bleach¬ 
ing, paper and paper pulp, soap and metal stamping industries. 
Lack of diversity is an outstanding feature ol Pakistani industries 
and the average size of an industrial unit is comparatively small. 
The following tables are interesting. 

TABLET 

Persons Employed in Main Industries (in 000) 



Indian Union 

Pakistan 

Textiles 

11,34 

32 

Engineering 

3,75 

46 

Minerals and Metals 

90 

8 

Food, Drink and Tobacco 

3,19 

24 

Chemicals 

92 

4 

Paper and Printing 

61 

4 

Wood, Glass and Stone 

1,09 

8 

Hides and Skins 

30 

3 

Gins and Presses . 

1,34 

47 

Miscellaneous 

1,87 

2* 
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There are about 1,213 industrial establishments in Pakistan 
employing nearly 2,50,000 workers, compared with 10,881 and 
25,80,000 respectively in the Indian Union. 


TABLE H 


No, of Industries in 


Persons employed 

Indian Union 

Pakistan 


! ] 


Over one lakh . , 

I 

! 5 


50,000 to one lakh . . j 

4 


10,000 to 50,000 

24 

*5 

5,000 to 10,000 . . 1 

| 13 

4 

1,000 to 5,000 

! 23 

19 

500 to 1,000 

1 H 

11 

Below 500 . . . 

\ 7 

19 


We have already pointed out that Pakistani cotton mills pro¬ 
duce about 103 million yards of cloth per annum and the total 
hand! com production is estimated at about 152 million yards, out 
ol which West Punjab accounts for about 46 jpaillion yards and 
East Bengal 100 million yards. 

The jute pressing industry has been fast developing in East 
Bengal since the division of the country. 

There are eight sugar factories including gur refineries with 
daily crushing capacity of about 3,725 tons. There are three 
working sugar mills, producing an annual output of about 
16,750 tons. 

Pakistan has four cement factories, producing about 249,041 
tons a year. 

Although there is no woollen mill in Pakistan, she produces 
about 3,605,000 lbs. of blankets and 440,000 lbs. of carpets on a 
cottage industry basis. 

There are about seven match factories in Pakistan, producing 
nearly 6 million grosses and there is a dearth of suitable wood 
for march sticks and boxes in Pakistan. 

Pakistan possesses about seven glass factories, producing about 
7,000 tons per year. 

There are three breweries and distilleries in Pakistan and she 
also produces about 31,500 tons of ?oap a year. 
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Pakistan lias three factories for manufacturing heavy chemi¬ 
cals and the total annual production is estimated at a little over 
10,160 tons* 

Surgical Instruments Industry The surgical instruments 
manufactured at Sialkot in West Punjab have been extolled for 
exquisiteness of design, fineness of material and soundness of con¬ 
struction. Experienced workmen are employed in the factories 
and instruments are manufactured under expert supervision in 
order to maintain a world wide reputation and a high standard 
of traditional excellence in workmanship. These instruments are 
in no way inferior to those manufactured either in Europe or in 
America. 

Sialkot has been the home of the surgical instruments industry 
in the Indo-Pakistan sub-continent during the last 50 years. The 
first factory, erected in the last quarter of the 19th century, 
supplied instruments of day-to-day use to the hospitals in India 
and later started the manufacture of hospital equipment and 
appliances, 

At present there are about 15 firms in Pakistan engaged m 
die large-scale manufacture of surgical instruments, in addition 
to others which are run on a small scale. While the leading firms 
dealing in the manufacture and export of goods are located at 
Sialkot, there are two other firms, one at Lahore and the other at 
Multan. 

The value of the annual output of surgical instruments 
at Sialkot during the pre-war period was estimated at about 
Rs. 4,00,000 and during the war years it exceeded Rs. 35,00,000. 
Pakistan’s main customers are the Indian Union, Middle Eastern 
countries. East Africa and Burma. 

The name Sialkot has been synonymous with sports goods* 
Sialkot sports goods are exported from the port of Karachi 
Pakistan possesses advantages in the manufacture of sports goods 
from the point of view of skilled labour and essential raw materials. 
A special kind of wood and superior tanned leather which are the 
two essential raw materials required for the manufacture of sports 
goods, are available in abundance in Pakistan* 

Sulphuric Acid Plant :—Three sulphuric add plants, two of 
10-ton capacity and one of 20-ton, will soon be operating in 
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Western Pakistan. They will be located at Karachi* Lyallpur and 
Rawalpindi (West Punjab). 

Fertilizer Factory :—Another proposal which is receiving die 
immediate attention of the Government is the establishment of an 
ammonium sulphate (fertilizer) factory of 5,000 tons capacity per 
year. 

There is a soda ash plant at Khewra (West Punjab) with a 
capacity of 20 tons of light soda ash per day* The soda ash in 
excess of the requirements of Pakistan is exported to India. The 
question of making heavy or dense soda ash is now receiving the 
attention of the firm. 

Pharmaceutical Industry :—Pakistan is rich in some of the 
herbs required by the pharmaceutical industry. It has also 
substantial quantities of alcohol from molasses for conversion into 
dnetures like iodine, etc. 

The Government of Pakistan have established a Bureau of 
Laboratories to manufacture vaccine, sera, etc. ITiey are also 
encouraging private enterprise to establish pharmaceutical works 
on up-to-date lines. 

Ephcdrine is now made from ephedra which is found in 
Baluchistan. Two units for the manufacture of santonin from 
Artemisia of the Kurram Valley (Noith-West Frontier Province) 
are on the immediate programme of two entrepreneurs. 

The Woollen Industry: —Pakistan produces 26'5 million 
pounds of wool a year and imports through its land frontiers 
another 8 million pounds. 

Baluchistan alone exports about 1,800 tons of wool worth 
Rs. 30,00,000 (about £225,000) every year. 

Pakistan wool is used in the manufacture ot tweeds* rugs, 
carpets and blankets. Two million pounds of wool are required 
for use by the local cottage industry for the manufacture of rough 
blankets and carpets. 1'he Government have decided to assist in the 
establishment of five yarn spmneries for spinning yarn with a 
total spindleage of 25,000 spindles. Two of these spinneries will 
be in West Punjab and one each in North-West Frontier Province, 
Baluchistan and Sind. These spinneries will produce 4*5 million 
pounds of yam annually. The Government also propose to assist in 
the opening of finishing centres in all these regions, each centre 
comprising two sets of raising and finishing machines. 
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'j Permission has been given to two parties to set up woollen 
mid worsted mills, one at Karachi and the otlier in West Pudjab. 

v The Gl a m Industry :—There arc three factories in Western 
Pakistan and two in Eastern Pakistan, which are producing Con* 
tainers, Pressed and Blown Tablewares. 

A few small units arc being created in West as well as 
East Pakistan to produce bangles and hand operated hollow-wares. 
The most significant development, however, is the installation of 
a 20-ton a day fully automatic plant to produce hollow-wares at 
Karachi. 

The Footwear Industry The annual footwear require¬ 
ments of Pakistan are estimated at abour 28 5 million pairs. Its 
annual pioduction is estimated at about 10 75 million pairs of 
leather footwear and 2*5 million of canvas and rubber footwear. 
The deficiency is made up by imports. 

There are five large-scale footwear and leather goods manir 
facturcrs in Pakistan. The targets fixed for West Pakistan are 
10 mechanised footwear factories and five for East Pakistan, each 
factory producing more than 1,000 pairs a day. 

The need for machinery and technical experts is even greater 
in the footwear than in the tanning industry. It is considered 
that there is likely to be no difficulty in importing complete sets 
of machinery 

Palawan is one of the largest ptoduieis and exporters of raw 
hides and skins o i superior quality and assortment, the estimated 
annual production being 811,000 buffalo hides, 4,473,000 cow hides, 
5,350,000 goatskins and 2,075,000 sheepskins. The bulk of these 
hides and skins has to be exjxirted to India, die U.K., the U.S.A. 
and odier countries in a raw state. 

Indigenous tanning may be further developed in West Punjab 
and Sind where climatic conditions arc favourable and labour is- 
plentiful. Though Eastern Pakistan is rich in raw hides and skinsv 
which are light in weight and superior in quality and assortment 
it possesses practically no tanning industry. 

Industrial Factory Estates :-~It may be observed that in 
order to facilitate and encourage industrial development, the Sind 
Government have undertaken the construction of three Industrial 
factory Estates situated at Karachi, Hyderabad (Sind) and Sukkur, 
These Trading Estates aim at providing the services necessary to 
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enable manufacturers to establish their factories with the minimum 
trouble and delay. 

The facilities offered by the Sind Government to industrialists 
by establishing their factories on one of the three Industrial Estates 
are in many ways similar to those provided by similar organisations 
in the United Kingdom, excepting that the Estate Administration 
does not undertake to erect factories on rent, although, if desired, 
construction will be undertaken on behalf of tenants on payment. 

Each Estate is planned in accordance with recent develop¬ 
ments together with extensive experience gained in factory con¬ 
struction in the East and ensures tenants of a first class industrial 
«ite. 

The development, construction and management of these 
Industrial Estates is conducted by a Public Company, known as 
Smd Industrial Trading Estates Limited, having its Head Office 
m Karachi. The Company is financed and owned entirely by the 
Government of Smd. The Board of Directors comprises four 
officials of rhe Sind Govern men? and three prominent non-officials. 
The terms of reference of the Company, laid down in the Articles 
of Association, require 4 per cent per annum to be paid on 
Government funds, advanced for Estate development, and, after the 
administration expenses have been paid, any surplus funds are 
itturuabie to the tenants by way of reduction in rent, etc., or 
additional facilities, as the Company is not authorised to declare 
a dividend. 

In planning these three Industrial Estates, careful attention 
has been paid to the requirements of those industries which are 
likelv to develop in Western Pakistan and more particularly in the 
Province of Sind, having due regard to raw materials locally avail¬ 
able and other economic factors. Thus the Karachi Estate is 
primarily intended to accommodate those industries whose raw 
materials will for the most part arrive by sea, as well as those 
factories requiring a high percentage of skilled labour ; engineering 
works and trades connected with shipping and port have also been 
catered for. It is interesting to note that the Trading Estate is 
connected to the Docks within a short distance hv a direct railway 
line. 

Industries now being established at Karachi include tea 
packing and blending, cigarette manufacture, plastics, clocks and 
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watches, hardware, boots, shoes and leather work, printing, 
electrical machinery, hosiery, manufacture of yarn and thread. 

At Hyderabad (Sind) the Estate is primarily intended to cater 
for those industries relying on the surrounding district for its raw 
materials. Thus cotton textile mills are especially provided for 
as the best cotton in Sind is obtained locally. 

This Estate provides special facilities for the tanning of hides 
and skins which are obtained m large quantities* A large oil-seed 
industry is also developing and factories are being installed for 
the crushing, refining and the manufacture of vegetable cooking 
fats and animal foodstuffs. The Estate Administration also anti¬ 
cipates a large potential seasonal industry in the manufacture of 
fruit cordials, jam*, preserves and canning of the famous Sind 
‘Grape-fruit. An outstanding feature of this Industrial Estate is 
that it is at a centre of a well-developed provincial communication 
■system and is an ideal distributing point for local consumer goods. 

live Sukkur Estate is also intended to provide facilities for 
factories utilising local raw materials. As in the case of Hyderabad, 
great care has been taken in locating this industrial area at the 
centre of local communications, so that the abundant agricultural 
products of the Barrage Zone can be readily brought in to the 
factories. The main industries to be catered for here are woollen 
mills, oil-seed industries and hides and skins. 


The Cottage Industry In Pakistan where 90 per cent of 
the people are dependent on agriculture and live in villages, 
cottage industries have a special significance and play a vital role 
in the national economy of the State. A Pakistani village is more 
or less self-sufficient. It has its own set of artisans who provide 
most of the rural needs and requirements. Trades usually run in 
families as m medieval Europe. 

Co,tap industry i„ Pakistan i, financed thm , 
by professional financiers, who purchase- ,a» material, and supply 
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with their own capital or with borrowed capital and sell dheet to 
consumers* 

The main products of cottage industry run on a large scale 
are footweaf* leather goods, sports goods, leather curios, glue, etc* 
The Pakistan Government have come to an agreement with 
Technical Services Association (Pakistan) to develop these indus¬ 
tries on modern lines and market these products in tire U,BL, the 
Commonwealth and U.S.A. 

Fur trade, an important cottage industry of Pakistan is also 
being run on an organized scale. “Persian Lamb” is now finding 
a good market overseas. Other items under this category are 
known as “Guldar”, “Nazakcha”, "Wild Cats”, “Thra”, “Stone 
Martin”, “Vain Martin”, “Leopard Skins'’, “Fox Skins” and 
“Squirrel Skills”. All these furs arc available in West Punjab. 

Hand spinning and weaving, as a cottage industry, is carried 
on throughout Pakistan especially by women as part-time occupa¬ 
tion. In East Bengal women earn their living from it by making 
it a full-time job. Dacca and Chittagong in Eastern Pakistan are 
the chief centres. The Dacca Muslins were world famous at one 
time and were well-known throughout Europe as “Gangetica”. 
Handloom weaving still holds an important place in the province. 
The three types of shuttles used are the throw shuttle loom, the 
fly shuttle loom, and the semi-automatic loom. The best variety 
of Muslins made out of mill yarn arc called “Jamdanis”. There is 
a Government Handloom Institute where weaving is taught to 
students on scientific lines. Cotton fabrics are woven by hand as 
a cottage industry in most parts of the province, and the doth is 
consumed locally. The present Government has given a fillip to 
handloom production by forming a spinners’ association and 
encouraging home-spun cloth in every possible way. Beautiful 
kmgcloth called “Khcs” is made in Dcra Ismail Khan, Kohat 
and Peshawar. Spinning and weaving arc also carried en exten¬ 
sively in West Punjab. 

In East Bengal where jute is plentiful, jute spinning and 
weaving is a valuable cottage industry. The bulk of jute goes, 
of course, to the mills, but the rest is turned into doth on a 
cottage basis. Some families have been engaged in this industry 
for generations. They either buy their raw material in the market 
or grow it themselves. A spindle is used for turning the jute 
fibre into yarn This is generally done by women. A primitive 
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\ lA&Qfo h used for making gunny doth. A rough twine is used for 
making gunny bags and quilts. Sails are made of finer thread. 
Of late Government have tried to popularize improved appliances 
among jute workers. Demonstration parties are sent regularly to 
train workers in improved methods of weaving. 

The silk industry in East Bengal is also of considerable 
importance. Caps, turbans and curtains are embroidered in silk. 
Women of the upper classes also do embroidery. Silk thread is 
used even on cotton material. On the doth the outlines of 
“designs are block printed. In West Punjab we find “Phulkari” 
work which is embroidery done with silk thread in multifarious 
colours on thick cotton material In Sind the same style of 
embroidery is practised and is known as “Makrani” embroidery. 
•Silk spinning and wearing are fairly important industries at Kohat 
and Peshawar, where silk turbans are woven. 

Copper-ware is one of the specialities of Peshawar. It is 
mostly hammered work, the patterns being engraved and often 
loaded with lac. 

Metal work is done throughout Pakistan and consists of work 
in brass, bell-metal, copper, iron, gold and silver, in some cases 
it is a medium scale industry with paid labout. Machine-rolled 
metal sheets are used by way of raw material. Gold and silver 
are worked from bats. Rest of the work is done by hand. The 
tendency to employ machinery for this pui pose is on the increase. 
Products consist of household articles, e.g., pans, pots, tumblers, 
vessris etc. 


Wood-work of Pakistan ranges fiom simple photo frame to 
up-to-date furniture Occasionally one sees exquisite tunings on 
furniture, windows, screens and doorways. The standard of 
carpentry is high. Designing, however, needs improvement. 

Tanning and leather goods form an important item of the 
cottage industry. Along with rough and partial tanning there Is 
high class tanning and chrome leather manufacture. The Pro- 

wfocht, Par T DtS -° f lndustries have goods sections 
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The village potter is a familiar figure throughout Pakistan. 
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Paper making is a supplementary occupation. Some of those 
engaged in agriculture during the summer and the rainy season 
get busy with paper making in the winter. Raw materials usfcd are 
waste paper cuttings from book binders, as well as rags, old gunny 
cloth, fibres and old fishing nets. The three popular varieties of 
paper are document, kite and blotting paper. This industry is on 
a small scale. 

Bangles, combs, necklaces, caskets, buttons* paper-weights are 
made of ivory in East Bengal. Ivory work is also done at Lahore 
by means of simple tools. 

The conch-shcll work is done at Dacca. Buttons, bracelets, 
bangles, chains, rings and small images are made out of conch - 
shell* 

The North-West Frontier Province has a peculiar art craft 
known, as the Afridi Wax Work. Designs are worked on cloth 
by means of a kind of wax known as “Roghan”. The most popular 
and traditional designs are flower-baskets, dragons, peacocks, and 
the Persian 1 ree of I fife. 

Industrial Co-operatives in the form of Primary Societies and 
Unions have given an impetus to cottage industries. The Unions 
extend technical advice and marketing facilities to the primaries 
and also provide them with necessary raw materials. The Unions 
which are only of limited liability are situated at the important 
weaving centres. They encourage collective production and disposal 
of goods. The Unions finance the affiliated primary societies and 
organise co-operative societies among weavers. 



CHAPTER XVI 


INDIAN INDUSTRIAL LABOUR 

The Migratory Character of Industrial Labour: —India 
has not yet developed an Industrial Proletariat in the Western 
sense because in the West industrial workers are completely 
divorced from land and constitute a class by themselves. They 
are normally born and brought up in cities and this accounts for 
their comparative superior efficiency as compared with Indian 
confreres. The majority of Indian industrial workers is recruited 
from villages and they do not usually sever their connection with 
villages. India’s industrial workers are largely recruited from 
agriculture or village crafts. These workers engage themselves in 
factories with a view to shih back to villages again at the earliest 
opportunity. They arc essentially brought up in rural atmosphere 
and do not find factory environment congenial. Even after migrat¬ 
ing from villages, they maintain close contacts with villages, where 
they normally have their own houses. They very often leave 
behind in villages their family and relations, with whom they 
maintain dose touches. They go back to villages during holidays. 
Most of them have only indirect interest in agriculture in so far 
as they may be members of a joint-family owning land in villages. 

As these workers come from villages, they usually lose their 
health m slum surroundings of city life and they try to return to 
village life, to which they are adopted. Indian workers in con¬ 
sequence generally view their industrial occupations as a stop gap- 
and do not develop any permanent interest in their work This 
is one of the major causes of inefficiency of Indian labour. It very 
often happens that a worker after learning his trade goes back to 
rile villages for good and every effort spent on training is lost 

Ch3racter of a workcr accounts for large 
absenteeism A worker returns to his village leaving a factory 

and, when he returns he finds it difficult to get the same Job and 
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unemployment and sickness. Just as towns help in reducing the 
pressure on land by absorbing agriculturists in employments* 
villages equally are helpful whenever there is industrial depression. 
The fact that workers usually hail from villages means that 
workers are recruited in a healthy condition and villages always 
provide workers with opportunities of leisure and recuperation of 
health. The Labour Commission therefore emphasised to 
maintain this rural contact, which should be encouraged and 
regularised. 

The question naturally arises that if this migratory character 
of Indian labour is continued, how will it be possible to build up 
a permanent and efficient labour force. The answer to this will 
be dear if we analyse the causes of migration from villages. The 
landless agricultural labourers are hit hard by agricultural distress 
and they migrate to towns in search of work to earn their liveli¬ 
hood. In some areas the pressure on land is so great that agri¬ 
cultural holdings become uneconomic and compel the agriculturists 
to go to towns to make a living. Cases are frequent where members 
of a joint-family migrate to towns, leaving other members on land* 
There are village menials, who often shift to towns to better their 
prospects. It is therefore dear that village folk go to industrial 
occupations by sheer force of economic circumstances. They do 
nor take to industrial life, because they are neither attracted by 
the emoluments of an industrial occupation nor do they want to 
pursue an ambitious career. The Labour Commission very aptly 
remarked that the driving force in migration comes almost entiiely 
from one end of the channel, that is, the village end. The indus¬ 
trial worker is not prompted by the lure of city life or by any 
great ambition. The city, as such, ^offers no attraction for him 
and, when he leaves the village, he has seldom an ambition beyond 
that of securing the necessities of life. Few industrial workers 
would remain in industry if they could secure sufficient food and 
clothing in the village. 

The remedy therefore lies in rendering industrial occupations 
sufficiently attractive by better housing, sanitation and welfare 
measures of various kinds. This will help to establish a permanent" 
and contented labour force. 

The Leek of Industrial Labour s—Although the position 
became a little easier from 1925 following improved housing, 

18 



INDIAN AND PAKISTANI ECONOMICS 



./fester working conditions iii factories and welfare measures, Indian 
industries have always felt the scarcity of labour. The supply of 
technical and skilled personnel is particularly limited due to lack 
of facilities of technical training and general apathy of the 
educated community to manual work. 

The absence of a suitable labour recruiting organisation is 
also a contributory cause of shortage of workers. Formerly 
labourers for Assam tea gardens were recruited by contractors, 
going round the countryside. Most of the factories and mills in 
India have as yet no method of recruiting labour directly. The 
Workers are usually recruited through the foreman or jobber. 
The jobber is even now an essential link between the workers and 
employers. As he is the main source of employment, the prospcc* 
tive workers more often than not bribe him lor securing a job. 
Even women workers are oppressed by the overseers. Although 
the Bombay cotton mills have introduced the system of women 
overseers, they are as corrupt as men. A jobber usually exercises 
a great influence upon workers by lending them money and 
actively interfering in the daily lives of the labourers. The jobber 
controls appointment, promotion and dismissal. As the jobber 
takevS bribe on every new appointment, he is always interested in 
Shifting workers from one factory to another. This jobber system 
k a positive evil and should be eliminated by direct recruitments. 
The jobber should be precluded from all influences in connection 
with promotion, leave or dismissal. It is gratifying to observe that 
ktfge industrial establishments are gradually dispensing with the 
jobber system by appointing their own Labour Welfare Officers, 
who are entrusted with the task of recruiting labour and looking 
after their welfare. The Employment Exchanges operated by the 
Government throughout several parts of the country have also 
helped direct recruitment. The introduction of regular leave and 
holiday allowances under various labour laws and Tribunals' 
awards has also eliminated to a considerable degree the influence 
pj^jobbers and has been assisting to build up a contented working 


System of Wage Payments :-~The systems of wage pay- 
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fifteenth of the month following the one for which wages 
are earned, so that a new recruit has to wait for six weeks before 
he can get his wages. This is a source of hardship and accounts 
for a large part of the indebtedness of the factory population. In 
the Calcutta jute milk, weekly wages are paid and only a week's 
wages are held back. In Ahraedabad, wages are paid weekly, or 
at intervals of fourteen to sixteen days. In cider to bring about 
a uniformity in wage payment, the Payment of Wages Act was 
passed in April, 1936 and it provides that no wage period shall 
exceed one month, that all wages must be paid in coin and/or 
currency notes, and that the wages of any person employed upon 
or in any railway, factory or industrial establishment employing 
more than 1,000 persons shall be paid before the expiry of the 
seventh day and in any other railway, factory or industrial 
establishment, shall be paid before the expiry of the tenth day, 
after the last day of the wage period in respect of which the wages 
arc payable. The Payment of Wages Act also aims to regularise 
and restrict deductions from wages Deductions from the wages 
of an employed person are restricted to fines; deductions for 
absence from duty ; deductions for damages to or loss of goods 
expressly entrusted to the employed person for custody, or for 
loss of money for which he is required to account, where such 
damage or loss is directly attributable to his neglect or default; 
deductions for house-accommodation provided by the employer; 
deductions of subscriptions to, and for repayment of, advances 
from any provident fund, etc. Although fines have been severely 
restricted by this Act, the employers usually circumvent the Act 
by compelling workers to go on leave without pay and by intro¬ 
ducing differential rates of wages, etc. 

Inefficiency of Indian Labour -Although there is scope 
for increasing the efficiency of Indian labour, it is at present 
inefficient as compared with its Western confrere. The comparative 
inefficiency is due to certain basic as well as remediable causes. 
The climatic conditions in India are averse to a high degree of 
efficiency. Thus, for example, Lancashire workers have got an 
invigorating climate, while artificial humidification of Bombay 
cotton milk is injurious to workers' health and efficiency. The 
physique of an average Indian worker is below standard due to 
diseases and poor diet. There lies a great scope for improvement 
in this direction by organising public health and hygiene, adopt- 
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good principles -of sanitation and ventilation and establishing 
* k^mtific draining systems. 

Absenteeism is an outstanding feature of Indian labour. It 
i$ generally found that workers are not ambitious and they always 
absent themselves from work if they have just enough to make 
both ends meet In addition, it has been observed that absenteeism 
ttnds to increase during hot months, as labourers find it very 
trying to work during summer season. The Textile Tariff Board 
suggested the formation of labour reserves, which would make a 
casual transfer unnecessary. Long hours of work before the 
passing of the Factory Act were also responsible for absenteeism 
and loitering. Although it is true that Indian workers are not 


adaptable to sustained labour, long hours and uncongenial en¬ 
vironment usually accentuate habits of loitering. It has been 
found in practice that this defect has been largely corrected in 
Calcutta jute mills and engineering workshops by introducing 
shift systems of work. * ° 

Most of these defects arise from the trying conditions of 
work in mills and factories, and a good deal of improvement can 
be effected by paying attention to ventilation, meals, bathing and 
latrine accommodation, etc. The artificial humidification intro¬ 
duced in Bombay mills has been found to be baneful from the 
standpoint of workers’ health and steps should be taken to 
improve die prevailing practice of artificial humidification. 

Bad housing arrangements, overcrowding in slums and terrible 
conditions of sanitation have rendered India’s industrial life look 
like hell. Workers in consequence not only dqtest factory life, 
but at the earliest opportunity they leave factory for village. This 
accounts argely for the instability of the Indian labour force and 
has also been one of the major factors of industrial unrest and 
discontent. It has been rightly said that, “Good houses mean the 
possi 1 ty of home life, happiness and health; bad houses spell 
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difficulties, there must be an overall improvement in iud^trial 
housing before India can aspire to build up an industrial organisa¬ 
tion on peaceful foundations. 

It is true that certain employers are fully alive to this pressing 
problem and have been trying to provide good housing accommo¬ 
dation for their workers. In most cases, however, the employers 
are handicapped by lack of adequate space. The Labour Com¬ 
mission therefore suggested that the Land Acquisition Act should 
be amended to enable owners of industrial concern# to acquire 
land for the erection of workers' dwellings and accordingly* the 
Act was amended in 1933 on the initiative of the Government of 
India. Provincial Governments should undertake a survey of 
urban and industrial areas to ascertain the needs in regard to 
housing and arrange for mutual consultations for devising practi¬ 
cal plans of co-operation among ail interested parties. It is 
desirable that the Government should lay down minimum 
standards regarding cubic space, ventilation, lighting, watersupply, 
drainage etc. Suitable town planning Acts should be enacted if 
necessary, and the provision of working-class housing should 
become a statutory obligation on every Improvement Trust Co¬ 
operative building societies ought to be encouraged and munici¬ 
palities should revise, bring up to date and enforce rigorously 
by-laws dealing with health, housing and sanitation. 

The problem of housing is so difficult that it should be 
tackled by employers in collaboration with the Government. It 
is therefore gratifying to observe that the Government of India 
has agreed to finance housing schemes of the Provincial Govern¬ 
ments and the Government of Bombay is already doing commend¬ 
able work in this direction. 

It is therefore gratifying to observe that rhe Government of 
India has formulated a new industrial housing scheme for the con¬ 
struction of 1 million houses for workers in the course of the next 
10 years which is by far the biggest plan of construction ever 
undertaken in India, and is also one of the biggest of its kind 
in the world, involving a capital expenditure of no less than 
Rs. 300 crores. 

Under the finalized scheme, the i million houses would be dis¬ 
tributed as follows among the various industries: Factories 725,000; 
plantations a little less than 200,000} and docks etc 300,000 to 
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#0|OOO. A beginning was to be made wirh housing iot factories 
and plantation labour. 

The Government of India have already circulated the scheme 
of industrial housing to the Provincial Governments. The Centre 
is anxious that the scheme should commence immediately, so 
that the target of million houses in 10 years” may be achieved. 

Central and regional housing boards will be set up to execute 
the scheme. 


Under the scheme, the capital required for industrial housing 
will be provided to the extent of two-thirds by the Central 
Government and one-third either by the Provincial Government 
or the employer sponsored by the Provincial Government. The 
Centre will not grant any subvention to the Provinces for this 
purpose. The capital provided by the Central Government will 
be given free of interest but the Provincial Governments will be 
required to build up a sinking fund. 

The employer's contribution will he in the form of rent for 
the quarters occupied by workers at a rate not exceeding 3 per cent 
of the total capital cost The employees' contribution will be the 
rent at the rate oi 20 per cent of his wage, subject to 24 per cent 
of the capital costs. This rent will be in force for five years, after 
which it will be reconsidered. The Provincial Government’s share 
of the financial burden will be the residual amount. 


The scheme has been so worked out that the only loss to 
the Provincial Government will be where there is a shortfall in 
*he realization of rent. This difficulty is expected to arise only 
in Bombay and Calcutta, where the annual loss to Provincial 
Governments on each quarter is estimated at Rs. 19-8 in Bombay 
and Rs. 54-b m Calcutta on the basis of the workers' contribution 7 
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employers argue that wages must be paid according to efficiency. 
Bereft of all controversies, it is a fundamental concept in practical 
economics that wages are the result of production and must be 
determined by productivity. This is an inescapable conclusion 
and no employer will continue to run his show if he finds that fee* 
has 10 pay to workers more than what he can ultimately receive 
from them in terms of concrete products. 

During recent years, there has been a complete change in 
India on the Wages Front. Wages have risen steeply in this 
country since World War II and it is estimated that they now form 
about 22*64 per cent of total output. On the other hand, production* 
per worker has failed to respond proportionately and has actually 
dropped in several instances. Complaints are already being made 
that industries cannot afford to bear prevailing high rates of 
uneconomic wages. High wages unaccompanied by corresponding 
rises in efficiency are already being reflected in high prices of 
Indian commodities to the detriment of local consumers and loss 
of foreign markets. It is true that the efficiency of the Indian' 
workers can be partly stepped up by improved technique and 
lationalisation of production but the scope is rather limited in 
that way. It is now an oneious responsibility erf the working class 
to realise the dangers inhcicnt in prevailing economic conditions 
and they must rise to the occasion and justify high wages by 
increasing their efficiency in co-operation with the management. 

In spite of a steep rise in wage bills of industries, there is 
hardly any mentionahle improvement in workers’ standard of 
living. This is due firstly to the fact that a worker lives in a 
joint-family, which is often run by a single earning member, and 
in consequence he spends die major part of his income on food, 
following high prices. It is estimated that food alone absorbs over 
50 per cent of a worker’s total expenditure. His shelter is poor, cloth** 
mg scanty and education almost nil. Secondly, most of the workers 
spend invariably about 6 to 10 per cent of their incomes on drinks, * 
It is gratifying to observe that this evil of drink is being effectively 
tackled by the introduction of prohibition, to which Congress is 
pledged. The workers in addition are invariably in debts and are 
compelled to pay regular interests to money lenders. It is 
estimated that about 70 per cent of the workers normally 
incur debts. It has been righdy said that die worker would 1 
benefit if his attractiveness as a field of investment were reduced" 
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|f it were made unprofitable for the money-lender to advance 
awmmts, which are beyond the capacity of the worker to repay. 
iEh-e Labour Commission proposed that the salary and wages of 
afi workmen receiving less than Rs. 300 per month should be 
t exempted from attachment, as also workers’ contributions to bona 
fide provident funds. The Government of India have accordingly 
amended the Civil Procedure Code with a view to exempting 
from attachment salaries below a specified limit. It is also 
suggested that arrest and imprisonment should be abolished in 
dbbe case of an ordinary industrial worker, unless he is proved to 
be able and yet unwilling to pay and that summary procedure 
should be instituted for the liquidation of a worker’s unsecured 
debts and the Courts empowered to adjust the amount of the 
decree to the ability of the worker to pay without undue hardship. 
The Cawnpore Labour Enquiry Committee recommended a 
measure on the lines of the Central Provinces Protection of Debtors 
Act, 1937 in order to protect the indebted worker. This Act 
renders molestation of a debtor a cognizable offence. There 
prevails a more restricted Act in West and East Bengal. The 
provision of co-operative credit appears to offer a more lasting 
solution of the problem. 

Although wages liave risen in major industrial establishments 
during recent years due to labour-capital negotiations and various 
Tribunal awards, there are several industries which sweat their 
workers. In order to ensure the payment of fair wages, attempts 
and suggestions have been made from time to time. The Bombay 
Textile Labour Enquiry Committee was appointed to make 
recommendations regarding the establishment of a minimum 
wage and methods of automatic adjustment of wages in future. 
It submitted its Report in July, 1940. The Cawnpore Labour 
Enquiry Committee endorsed the principle of a basic minimum 
wage, and recommended that no worker should receive a wage 
of less than Rs, 15 per month of 26 working days. They also 
recommended the establishment of a Wage Fixation Board to 
function on the lines of the British Trade Boards for the adjust¬ 
ment of wages from time to time on the basis of the minimum 
cost of living. The Bihar Labour Inquiry Committee, appointed 
m 1938, reported in June, 1940 and made several recommendations 
for improving the conditions of labour in the province* The 
Central Pay Commission of 1947 recommended a new pay 
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structure for Government servants from the highest m the lowest. 
It proposed that die maximum salary should not be more than 
Rs. 2,(KM) per month and that the lowest salary should not be less 
than Rs. 30 per month. The recommendations of this Commission 
are likely to influence the policy of wage fixation throughout the 
country. It is gratifying to note here that the Government of India 
has now passed minimum wages legislations in different industries 
and the Government expressed its desire to pass similar legislation 
for agricultural labour. The effect of a minimum wage has 
already been substantially implemented in practice by the awards 
of various Tribunals, which laid down the minimum wage payable 
as well as the scales of promotion, including rates of leave-bonuses, 
pension, etc. 

Factory Legislation in India is an irony of fate to 
observe that the genesis of factory legislation in India began from 
the agitation of Lancashire. Lancashire manufacturers urged for 
such laws not motivated by any principles of philanthropy, but 
they were actuated by the selfish motive of placing handicaps on 
Indian industries. A Factory Commission was in consequence 
appointed by the Bombay Government in 1875 and the Factory 
Act of 1881 was modelled on their recommendations. The Act 
prohibited the employment of children below the age of seven. 
Between that age and twelve, they were not to work exceeding 
nine hours a day. An hour's daily rest and four holidays jin the 
month were prescribed for children. No relief, however, was 
given to women and adult male labourers. The Act applied to 
factories employing not less than a hundred persons and using 
power. Local Governments were asked to appoint Inspectors of 
Factories. 

This did not satisfy the Lancashire manufacturers, who 
wanted a more stringent legislation and so the Factory Act of 
1891 was passed. The Act covered all establishments, using power 
and employing not less than fifty persons. The local Governments 
were empowered to extend it to others, employing not less than 
twenty persons. The lower and upper age limits for children 
were raised to nine and fourteen respectively. Their hours of 
work were limited to seven per day and had to be between the 
hours of 5 awn. and 8 p.m. Restrictions were placed on the 
employment of women. They were prohibited from working in 
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factories before 5 &,m\ -and after 8 p.m., except in places where 
an approved system of shifts existed. Their hours of work were 
restricted to eleven per day, entitling them to a total rest of one 
and a half hours. Men workers were to enjoy an interval of half 
an hour's rest between 12 noon and 2 p.m. and a weekly day of 
rose Provisions were also made to secure better ventilation and 
cleanliness and they aimed at preventing overcrowding in factories. 

The Lancashire manufacturers continued to carry on propa¬ 
ganda, which was supported by the Indian Press and by some Indian 
employers and this led to the appointment of another Commission, 
which submitted its report m 1908. The Factory Act of 1911 was 
in consequence passed and provided that all seasonal factories* 
working for less than four months in a year wete to be brought 
within the orbit of the Act. It made compulsory the possession 
of an age certificate. The hours of work for childien in textile 
factories were reduced to six per clay. The Act restricted the 
employment of women during night, which was only allowed in 
the c^se of cotton ginning and pressing factories. The hours of 
adult male workers were restricted by law for the first time, the 
limit being twelve hours per day in the case of only textile 
factories. It provided in addition that in all textile factories, 
except those working with an approved system of shifts, no peison 
was to he employed before 5 a.m. or after 7 p m« Expensive pro¬ 
visions regarding health and safety were introduced and factory 
inspection was rigidly enforced. 

Then the Factory Act of 1922 was passed and this was 
inspired for the first time in India by the demand of Indian 
workers. Industries expanded rapidly since World War I and there 
was a phenomenal rise in India's population. The workers felt the 
distress of high prices and consolidated their position by co¬ 
operation amongst themselves. The World War I brought about a 
consciousness and awakening among the industrial workers in 
this country. By the Factories Act of 1922, all power-using facto¬ 
ries employing not Jess than twenty persons came within the 
orbit of factory legislation. Option was given to the local Gov¬ 
ernments to extend it to factories employing not less titan ten 
persons. The minimum age for child employment w-as raised to 
twelve and the upper limit to fifteen. Children between these 
ages were not to work for more than six hours a day in any 
factory. Children and women were not to be employed m any 
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factory before 5-30 a.trn and after 7 p.m. .The hours of work for 
adults were restricted to sixty a week and eleven a day, a week 
consisting of nor more than six days. Liberal rest intervals were 
also provided for all workers. The Act provided for a test period 
of one hour after every six hours, though this might be split up 
into two half-hours at the request of the employees, provided not 
more than five hours" continuous work was done. The system o£ 
inspection was further tightened by the appointment of a large 
number of whole-time inspectors with good technical qualifications 
in the principal industrial centres. Provisions regarding safety 
and health were further extended and local Governments were 
empowered to fix standards of ventilation and artificial humidi¬ 
fication. 

The Factories Act of 1922 was amended in 1923, 1926, and 
1931. Certain administrative difficulties were thus removed and 
a few improvements of minor character were introduced. A new 
consolidating Act was passed in 1934 on the recommendation of 
the Labour Commission and brought into force from 1st Jipuary, 
1935. This Act makes a distinction between seasonal and perennial 
factories and introduces a third group q£ adolescents (over fifteen 
and under seventeen years of age, deemed to be children if not 
certified as fit for adult employment). The prevailing maximum 
limits of eleven hours per day and sixty hours per week continue 
to apply in the case of seasonal factories but are reduced to ton 
and fifty-four respectively in the case of perennial factories subject 
to certain exceptions. The maximum hours for children every¬ 
where are fixed at five hours per day. The principle of "spread- 
over" is introduced for the first time by enacting that the period 
of the number of consecutive hours of work is limited to thirteen 
in the case of adults and seven and a half in the case of children. 
The existing provisions regarding control of artificial humidifica¬ 
tion are expanded. The Act also empowers local Governments 
to authorise an Inspector to call upon managers of factories to 
carry out specific measures for increasing the cooling power of 
the air if necessary. Provisions have been made for welfare, e.g,, 
adequate shelters for rest in factories, rooms reserved for the use 
of children and female workers, first-aid appliances etc. Local 
Governments are also entitled to make rules prescribing fitness 
and preventing die employment of children not certified as fit. 
Inspectors are authorised to require managers to remedy any 
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iimdequacy or defect in the construction of a factory which is 
Jifetly to be dangerous to workers. Restrictions are placed on the 
overtime which can be worked and die payment for overtime is 
reflated* The Factories Amendment Act lays down a 48-hour 
week in ail perennial factories. Provincial Governments are, how¬ 
ever, given powers to extend this limit, if necessary, in the interest 
o$ ; the public. 

The Tea Districts Emigrant Labour Act of 1932 :— 

Recruitment and other matters regarding plantation labour are 
governed b) the Tea Districts Emigrant Labour Act. This Act, 
passed in 1932 and based on the recommendations of the Labour 
Commission, repeals the Assam Labour and Emigrant Act, 1901 
and the subsequent amending Acts. The Act of 1901 aimed at 
regulating the system of indentured labour for tea plantations in 
that province introduced in the thirties of the last century. The 
Amendment Act of 1915 abolished the system of recruitment by 
licensed contractors, which was introduced by the former Act. 
Thereafter recruitment could be made only through the agents 
of the official Labour Board. The Act of 1932 aims at exercising 
controls o\er the recruitment and forwarding of assisted emigrants 
to the Assam tea gardens that may be justified and necessitated by 
the interests of emigrants and potential emigrants. It also seeks 
to ensure that no unnecessary restrictions are imposed. Local 
Governments are empowered, subject to the control of the Gov* 
emment of India, to impose control over the recruitment and 
forwarding of assisted emigrants. Employers are prevented from 
recruiting otherwise than by meatus of certified garden sircars or 
licensed recruiters. It is made illegal to assist persons under the 
age of sixteen to emigrate unless they are accompanied by their 
parents or guardians. Regarding the question of repatriation, 
every emigrant labour, on the expiry of a period of three years 
from the date of his entry into Assam, has the right of repatria¬ 
tion as against the employer, engaging him at such expiry. It is 
also possible to claim repatriation within three years in the event 
of the emigrant deteriorating in health, not being provided with 
suitable work, or having his wages unjustly withheld or for any 
other sufficient cause. 

Provision has also been made for the appointment of a 
Controller of Emigrants in order to supervise the general adminis- 
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ttation of the system, which the Act seeks to establish* The 
charges are met from an annual cess called the Emigrant Labour 
Cess, which is imposed at a rate not exceeding Rs. 9 per emigrant 
as the Governor-General may, by a notification in the Gazette of 
India, determine for each year of levy. 

It may be noted that the existing constitution confers con¬ 
current jurisdiction in matters of factory legislation on Centre 
and Provinces, This endangers uniformity of factory laws 
throughout the country. The Central Provinces Unregulated 
Factories Act of 1937 applies the main provisions of the Factories 
Act to unregulated factories engaged in bidi-making, shellac 
manufacture and leather tanning. The Bombay Government 
extended the operation of certain clauses of the Factories Act to 
several unregulated factories in i93°>. Different Provincial Gov¬ 
ernments also granted exemption to various factories from the 
operation of the Factories Act regarding hours of work during 
World War II. 

Labour Legislation for Mines i —The first Indian Mines 
Act was passed in 1901 and inspectors were appointed. Then a 
revived legislation was passed in 1923 in order to cope with the 
expanding industry. Alter defining a mine, the Act restricted the 
hours of work to sixty per week for workers above ground and fifty- 
four for workers underground, a week consisting of six days. No 
child was permitted to work below ground and a child was defined 
as a person under the age of thirteen years. There was no restric¬ 
tion on the employment of women underground. The Government 
of India however framed regulations in 1929 to exclude women 
from underground workings forthwith, except in coal-mines of 
Bengal, Bihar, Orissa, Central Provinces and salt-mines in Punjab, 
The same provision was to be gradually applied to the latter mines, 
so that after 1st January, 1939 no woman should be employed in 
underground workings. The ban on the employment of women 
underground was temporarily suspended in 1943 in order to step 
up war-time production. 

As the Indian Mines Act of 1923 did not place any statutory 
restrictions on the daily hours of work, the Legislature passed an 
amending Act in March, 1928, which provided that no mine was 
allowed to work for more than twelve hours out of twenty-four 
through the same set of workmen. Owners were required to put 



m 


INDIAN AND PAKISTANI ECONOMICS 




notices outride the offices stating the hours of work and the 
itUrriber of workmen. The Amending Act o£ 1935, was passed on 
•the recommendations of the Royal Commission on Labour and 
largely influenced by the Draft Convention adopted by the 
Fifteenth Session of the International Labour Conference. No 
person is allowed to work in a mine for more than six days a 
week, A person employed above ground in a mine is not allowed 
to work for more than fifty-four hours a week or for more than 
ten hours in any day. The periods of work of any such person 
are so arfanged that, along with his intervals for rest, they are 
not in any dav to sptead over more than twelve hours and that he 
Is not to work for more than nine hours on any day. Work of 
the same kind is not to be carried on below ground in any mine 
foi a period spreading over more than nine hours in a day except 
by a system of relays so arranged that the periods of work for 
each relay are not spread over more than nine hours. The 
employment of children under fifteen years of age is prohibited. 

Conditions of employment in mines are also regulated by the 
appointment of Mines Boards of Health which look after the 
health of die workers. A Board is entitled to compel the owners 
of mines to provide housing, water-supply, sanitary facilities and 
medical help. 

In spite of these legislative measures, woiking conditions in 
mines continued to be unsafe. There were a scries of colliery 
disasters and in consequence an expert committee was appointed 
in 1937 to investigate into the causes of such catastrophics. The 
Government of India therefore passed the Coal Mines Safety Act 
of 1939, providing for the safety of mine workers and sand-stowing 
is being encouraged with financial aid from rhe state to eliminate 
accidents in collieries. The Act also provides for the levy of an 
excise duty on coal and coke in order to constitute a fund for 
granting assistance to colliery owners for purposes of stowing. 
The Act was further amended in 1940 to allow finances to be spent 
from the Coal Mines Stowing Fund for extinguishing fires in 
mines and for adopting other protective measures. 

Labour Legislation for Railways i—All railway workshops 
are covered by the Factories Act of 1922, but die Indian railways 
employ about a quarter of a million workers in other occupations 
in which hours of work, etc., were not controlled until recently. 
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The Indian Railway (Amendment) Act of 1930 implemented in 
practice die Government's statutory obligations under the Inter* 
national Labour Conventions. A railway employee can no longer 
be employed fox more than sixty hours a week on the average in 
a month. A railway servant with intermittent employment can¬ 
not be engaged exceeding eighty-four hours in a week. Temporary 
exemptions however may be made from the above provisions in 
emergencies involving serious interference with the ordinary work¬ 
ing of the railways and in cases of exceptional pressure of work, 
overtime being paid. A weekly rest of a full twenty-four hours 
is prescribed, subject to temporary exemptions as stated above. 
Compensatory periods of rest for the period forgone must be 
granted. The Govcmof-General may appoint supervisors of rail¬ 
way labour to inspect railways in order to ensure the working of 
the above provisions of the Act. 

The Workmen’s Compensation Acts 2— The right of a 
worker to compensaton for accidents in course of employment has 
been fully recognised in Western countries, while it has made slow 
progress in India. In 1884, Bombay workers demanded such com¬ 
pensation and a certain number of enlightened employers intro¬ 
duced a system of compensation voluntarily. Before the passing 
of the first Workmens Compensation Act in 1923, an employer 
could be sued under rhe Fatal Accidents Act of 1885 in case of 
death, following an accident, but it was rarely invoked. 

The underlying pjinciple of the Act of 1923 was that com¬ 
pensation should ordinarily be given to workmen who had sustained 
injuries by accidents arising out of and in the course of employ¬ 
ment, compensation being also given for diseases under certain 
circumstances. The scope of the Act was widened by amending 
Acts of 1926, 1929, 1931 and 1933, following partly the ratification 
by the Government of India of the draft convention regarding 
workmen’s compensation of occupational diseases adopted by the 
Seventh International Labour Conference of 1925 and partly the 
recommendations made by the Royal Commission on Labour in 
1931. Certain minor amendments of a technical character were 
ntroduced in 1939. 

The Act of 1933 covers railways, tramways, factories, mines, 
eamen, docks, persons employed in the construction, demolition 
>r repairs of certain buildings or of roads, bridges and tunnels. 
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®mkm works, operations relating to telegraph, telephone, or over- 
bead electric line, blasting operations or excavations, boat services* 
i^tthouses, tea, coffee, rubber or cinchona plantations, electricity 
car gas generating stations, cinematograph workers, salaried motor 
drivers and underground sewage workers. Persons employed in* 
administrative or clerical capacities and persons whose monthly 
earnings exceed Rs. 300 are excluded. The Act covers over seven 
million industrial workers in the country. 

The amount of compensation payable depends on the average 
monthly earnings of an injured or deceased workman. The 
amounts of compensation payable in the case of an injured 
workman whose monthly wages are not more than Rs. 10 are 
]t& 500 for death, Rs. 700 for permanent total disablement and 
half the monthly wages for temporary disablement. In case of a 
workman whose monthly wages are between Rs. 50 and Rs. 60, 
the corresponding figures are Rs. 1,800, Rs. 2,500 and Rs, 15 
respectively. The maxima for persons earning over Rs. 200 per 
month are Rs. 4,000, Rs. 5,600 and Rs. 30 per month respectively. 
In the case of minors the compensation for death and permanent 
total disablement are at a uniform rate of Rs. 200 and Rs. 1.200 
respectively, and half the monthly wage for temporary disable¬ 
ment. No compensation however is payable regarding a waiting 
period of seven days following that on which the injury was 
caused. 

The dependants to whom the amount of compensation is 
payable are firstly those who are actually dependent, e.g,, wife 
or minor children and secondly those who may or may not be 
really dependent, e.g., husband, parent other than widowed 
mother, etc. The interests of dependants, in cases of fatal acci¬ 
dents, are safeguarded by ensuring that such accidents should be 
brought to the notice of commissioners appointed under the Act 
by Provincial Governments. 

The administration of the Act and the settlement of disputes 
thereunder are entrusted to these commissioners, who have been 
vested with wide powers. The procedure is simple and opportuni¬ 
ties for appeals are restricted. In order to make reliefs effective it 
is necessary to arrange rapid inquiries by medical men capable of 
&tming estimates of the injuries received, along with the enlist¬ 
ment by the State of impartial judges to see that the worker gets 
the benefit in due course. The migratory habits of the industrial 
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worker, his ignorance of die financial benefits due under the Act 
and lack of qualified men to put up properly the workman's case 
for compensation are among the factors, which make the opera*’ 
'tkm of this kind of measure rather difficult in India. The Work¬ 
men’s Compensation (Amendment) Act, 1946, raises the maximum 
limit of earnings on which compensation is payable from Rs. 300 
per month to Rs, 400 per month. 

The Bombay Shops and Commercial Establishment Act 
of 1939 :—Bombay pioneered the passing of the above Act, 
which regulated hours of work in shops, commercial establishments, 
restaurants, theatres and other establishments. Similar legislation 
was passed in 1941 in,.Bengal. Punjab and Sind. In West Bengal 
it is now compulsory to allow If days’ holiday a week to shop 
assistants. 

Social Insurance Legislation in India :—Insurance against 
sickness, unemployment and old age for industrial workers has 
been introduced in almost all Civilised countries. The Inter¬ 
national Labour Organisation stressed the importance of such a 
measure from time to time and India started to think seriously 
in terms of social insurance after the tenth International Labour 
Conference adopted a convention in 1927 in regard to sickness 
insurance for industrial, agricultural and domestic workers. 

The Royal Commission on Indian Labour also fully discussed 
this question of social insurance and the Government of India 
appointed in March, 1943, Professor B. P. Adarkar to frame a 
suitable scheme of sickness insurance for industrial workers in 
India. 

The Government of India has passed the Social Insurance 
Act of 1948, providing for certain benefits in case of sickness, 
maternity, unemployment and injuries. The administration of 
die scheme has been entrusted to a Corporation, which will work 
through a Central Board, consisting of representatives of the 
Assembly, employers, workers and medical profession. The 
insurance fund will be mainly derived from contributions of 
employers and employees. A worker’s share will be based on 
average wages and will be paid in the first instance by the employer, 
who will be entlded to recover it from wages. Employers will pay 
contributions of all workers, whose wages do not exceed ten annas 
a day. Although the Act applies to industrial workers only, the 
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Ckimument has expressed the hope of extending its scope to 
coyer other workers in due course. 

* Maternity Benefit Legislation .—The Internal Labour 
Conference adopted a draft convention in 1919, emphasising tire 
treed for granting rest and maternity benefit to expectant mothers, 
Who are entployed in industries. I he Labour Commission also 
recommended such a scheme fur India. Maternity Benefit Acts' 
have been passed by various provinces, c.g., Bombay, Central 
Provinces, United Piotinces, Madras, Delhi, Bengal, etc. The 
maximum benefit period extends from eight annas a day to the 
/ average daily earnings of the workwoman concerned. 

Industrial Disputes in India Industrial disputes in India 
as well as elsewhere centre mainly around the question of wages. 
Among others, bad housing, long working hours, oppression of 
woiJvcrs by jobbers and foremen, etc., are principal contributory 
cau *c». 

Although there were a few industrial strikes in 1905 especially 
in Bombay, labour unrest took a concrete shape from World War I. 
Industrial strikes became frequent and took a serious turn Irom 
1917 owing to high prices and the growth of consciousness among 
labour ranks. Industrial disputes averaged between 118 to 406 
during 1920-39 and were largely confined to cotton and woollen 
mills. The economic depression before the thirties of the present 
century brought about an outburst of strikes, following cuts in 
wage emoluments. The strike situation in India was serious in 
1928 and was engineered by communisr influences and the strike 
fever prevailed chiefly in cotton mills and the iron works at 
Jamshedpur. 

The economic depression afrer 1930 led to further labour 
troubles in Bombay cotton mills, which were obliged to adopt 
wage cuts and retrenchment. This prompted the Bombay Gov¬ 
ernment to institute a Departmental enquiry, the result of which 
was published in 1934 and in consequence the Government of 
Bombay passed the Trade Disputes Conciliation Act. Strikes 
became very frequent from 1937 and spread throughout the 
country and it is estimated that 1937 and 1938 witnessed about 
379 and 399 industrial disputes, respectively. The Congress Minis¬ 
tries of Bombay, Central Provinces, United Provinces and Bihar 
conducted labour enquiries during 1937-38. 
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The Indian labour unrest continued to mount up since the 
World War II and in, 1946 the number of strikes rose over 694. In 
addition to the economic phenomena of high prices and increased 
costs of living, social and political influences began to play 
important roles in labour troubles. 

Industrial Dispute* Legislation s~It has been recognised 
that measures should be adopted to prevent industrial disputes 
and this can be achieved if labour and capital can meet together 
and discuss matters with authority through representative organi¬ 
sations, In India employers are well organised, but labour requires 
to be consolidated by developing genuine Trade Unions, which 
represent workers’ interests. 

A permanent Arbitration Board has been set up for the 
settlement of disputes in the textile industry in Ahmedabad, 
llie Bombay Industrial Disputes Committee of 1922 and the 
Labour Commission recommended the formation of Works Com¬ 
mittees or Shop Committees on the lines of t h$ Whitley 
Committees in England. The workers would be represented on 
these committees along with the employers and would be respon¬ 
sible for the fixing and observance of conditions under which 
work is to be carried on. These committees have already been 
established by enlightened employers like Tatas and by the 
Government in their capacity as employers. 

The Government of Madras set up Courts of Inquiry to deal 
with individual disputes as they arose. The Committees appointed 
by the Governments of Bengal in 1921 and Bombay in 1922 made 
valuable spade work in this direction and suggested detailed 
^commendations regarding the machinery to be set up for pre¬ 
venting and settling industrial disputes. The Government of 
India held that the subject required all-India legislation. The 
Trade Disputes Act, passed in 1929 initially for a period of five 
years was made permanent in 1934, 

The Trade Disputes Act of 1929 x —The Act does not 
provide for compulsory arbitration. The underlying principle of 
the Act is to help the clear framing and discussion of the issues 
involved by an impartial tribunal in order to help the formation 
of the right public opinion. The Act provides for the establish¬ 
ment of Courts of Inquiry and Conciliation Boards- 
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? The Act authorises the Provincial Government or the 
Governor-General, where the employer is the head of a department 
under the Governor-General or a railway company, to appoint, 
for the prevention or settlement of a dispute, a Court of Inquiry 
Ur Board of Conciliation, as the case may be, where both parties* 
to the dispute apply, whether separately or conjointly, provided 
the persons applying represent the majority of each party. 

The Court of Inquiry consists of an independent chairman 
and such other independent persons as the appointing authority 
may think fair or it may consist of one independent person. 

The Board of Conciliation has a different constitution and 
consists of a chairman and two or four other members as the 
appointing authority thinks fit or it may consist of one indepen¬ 
dent person. The chairman is an independent person and other 
members may be either independent persons, or persons appointed 
in equal numbers ro represent the parties to the dispute on the 
recommendations of the parties concerned. 

The function of such a Board is to attempt to bring about a 
settlement after investigating the merits of the dispute/ to 
persuade the parties to arrive at a fair and amicable settlement 
and afford them reasonable time for doing so. Failing to bring 
about a settlement, the Board is to send a full report to the 
appointing authority, giving the proceedings and the steps taken 
by the Board for the setdement of the dispute together with its 
findings and recommendations. The appointing authority is to 
publish the teport, final or interim, as soon as possible after its 
receipt. 

The provisions in the second part of the Act regarding public 
Utility service means any railway service so declared for the 
purposes of the Act by the Governor-General, any postal, or 
telegraph or telephone service, any business or undertaking which 
supplies light or water to the public and any system of public 
conservancy or sanitation. Special penalties are prescribed for 
employees, engaged on monthly wages, in such services in the 
event of their going on strike in breach of contract without having 
given to their employer, within one month before so striking, not 
less than fourteen days previous notice. Employers carrying on 
mch public utility services are liable to be penalised for locking- 
blit their employees without a similar notice. Abettors of the 
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above offence axe to be dealt with under the ordinary Criminal 
Amendment Law, ^ * 

There* are special provisions regarding illegal strikes on die 
lines of the British Trade Disputes Act of 1927. A strike or 
lock-out is to be regarded as illegal, which has any object apart 
from the furtherance of a trade dispute within the trade Or 
industry in which the parties to the dispute are engaged and is 
designed or calculated to inflict severe hardship upon the comr 
munity and thereby to compel the Government to take or abstain 
from taking any particular course of action. Any sums collected 
or applied in direct support of such strikes are illegal. Sympathetic 
strikes are declared illegal by defining a trade dispute within an 
industry in regard to the employment in the industry alone. The 
privileges of trade union members are protected from invasion on 
the ground of a refusal to join such illegal strikes. 

Sympathetic strikes are by implication illegal under the Act. 

As the procedure regarding the appointment of the Court 
of Enquiry and Boards of Conciliation under the Act Was found 
to be cumbrous and inconclusive in character, the Government 
of Bombay passed provincial legislation in 1934 to remedy these 
defects. 

The Labour Commission recommended that every Provincial 
Government vshould appoint an officer or officers to undertake 
conciliation. The Commissioner of Labour in Madras, the Direc¬ 
tor of Industries in Punjab and the Director of Statistics, Deputy 
Commissioners and the Director of Industries in Central Provinces 
have been accordingly vested with powers as conciliation officers. 

The Bombay Trade Disputes Conciliation Act of 1934 pro* 
vided for the appointment of the Commissioner of Labour as 
ex-officio chief conciliator and also for the appointment of a 
Labour Officer, special conciliators and assistant conciliators. A 
Labour Officer was also appointed in 1934 to safeguard the interests 
of the workers. The Millowners' Association too appointed a 
Labour Officer of its own to represent mill managements in 
proceedings with the Government Labour Officer and the chief 
conciliator. 

The Bombay Industrial Disputes Act of 1038 t~The 
object of the Bombay Industrial Disputes Act of 1938, supplanting - 
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earlier Act of 1934, is to ensure that the machinery of con¬ 
ciliation and arbitration as provided for by the Act shall be fully 
exhausted before a strike or lock-out can be declared, 

The Act provides for the registration of unions which have 
been recognised by the employers concerned. Registration con¬ 
fers various rights on the unions regarding representations in 
behalf of the workers. Labour Officers and conciliators may be 
appointed for different areas or industries in the province, and 
machinery is established to ensure that the grievances of workers 
or any alteration in their conditions of service are fully investigated. 
Strikes and lock-outs are therefore rendered illegal until the entire 
reconciliation machinery as provided for by the Act has been 
fully exhausted. Tin right to declare a strike or lock-out must 
be exercised within a period of two months following the com¬ 
pletion of conciliation proceedings. Conciliation starts immediately 
if a dispute is likely to occur, because the Act provides that an 
employer or a workman who desires to make a change in wages 
or hours or other conditions of employment must give notice of 
his intention to do so to the prescribed authorities, and no change 
can be carried out until the machinery of the Act has been fully 
utilised. ; 


The \ci also provides foi the setting up of an Industrial 
Court presided over by a High Court Judge or a lawyer qualified 
to be a High Court Judge. The Court is to act as a tribunal for 
voluntary arbitration on matters submitted to it by the parties 
» a dispute. It will also function as a court of final appeal in 
numerous casts timing out of the working of the Act. The court 
is to be the tribunal which will determine whether a strike or 
lock-out is illegal, and ah questions of interpretation of agree¬ 
ments and awards will be submitted before it. The Court has 
already been established under the Act. The Bombay Industrial 
Disputes Act of 1938 is an outstanding piece of labour legislation. 

n :° T rl T St0 a str ^ c was severely restricted by the 

Z m7 n ? k I c A> . PaSSCd ^ the Government of India 
“V ^ Essent)a, . Semccs (Maintenance) Ordinance of 1941 
was armed at preventing workers in services declared by the 
Government as ‘essential’ from leaving their employment. 

tat#. Sf f° mb 7 , Ind 7 US , trial Rdations Act of 1946 is designed to 
e the place of the Industrial Disputes Act of 1938, by retaining 
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most of the features of the latter and introducing a few new 
provisions* The Act endeavours to extend the scope of adjudica¬ 
tion by compulsory arbitration. It provides for the setting up of 
Labour Courts with powers to impose penalties and a higher 
Industrial Court with appellate jurisdiction. 

The Indian Industrial Disputes Act came into force on 
1st April, 1947. It provides for an elaborate conciliation machinery. 
If an industrial dispute occurs or is feared, the conciliation officer 
is to inquire into it and help die parries to come to an amicable 
settlement. He is required to. submit the report of his inquiry 
within 14 days to the appropriate Government. If the concilia¬ 
tion officer fails to bring about an amicable settlement the matter 
is to be taken up by a Conciliation Board with an independent 
chairman and two to four other members. The Board is expected 
ordinarily to complete its work within two months. If the Board 
succeeds in bringing about an agreement, this is to remain in 
force for six months or a mutually agreed period whichever is 
longer. Provision has been made for the appointment "of a Court 
of Inquiry to investigate the questions in dispute referred to it. 
The Court is to consist of one or more independent person and 
must submit its report to the appropriate Government within six 
months. Provision is also made for the setting up of Industrial 
Tribunals composed of High Court Judges. Their award is to 
be binding for six months or an agreed period whichever is longer. 
Strikes or lock-outs are not permissible during the pendency of 
conciliation proceedings. 

The Bill provides for the establishment of Works Committees 
in industrial establishments, employing one hundred or more 
workmen. These committees are to consist of representatives of 
employers and workmen, and the number of workmen's represen¬ 
tatives. to be chosen in consultation with registered Trade Unions 
of workmen, is to be at least equal to that of the employers. The 
function of the Works Committees is to promote measures for 
securing and preserving amity and good relations between 
employers and workmen and enable both to meet each other 
informally and settle differences as they arise. The Act accepts 
the principle of compulsory arbitration. Although this provision 
has been bitterly criticised for depriving workers of their legiti¬ 
mate right to a strike, it is argued that it is desirable that the 
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should have the power of enforcing compulsory arbi- 
'feation when the interests of the community as a whole demand 
if. It has been reiterated that as a rule the method of concilia¬ 
tion will in practice be resorted to and the Act in addition provides 
for voluntary arbitration. The provision for compulsory arbitra¬ 
tion is calculated to make the parties to the dispute more amenable 
to reason and more willing to come to an agreement. 

The Government of India have gradually evolved and per¬ 
fected a new consultative body, viz ., the Indian Labour Conference 
(Tripartite Labour Conference) since 1940. The Government of 
India, the provinces and States, employers’ organisations and 
Workers’ organisations are represented in the Plenary Labour 
Conference, which meets once a year. The Conference has a 
Standing Committee which meets more frequently. Genefaliy 
labour legislation is previously discussed by the Plenary Labour 
Conference and the Standing Committee before being formally 
laid before the Legislature. 

The beneficial results of the above legislation have been fully 
utilised until lately. The industrial life of India was threatened 
with labour unrest and in 1948 the number of strikes was so 
frequent in all sectors of industries that there was a perilous 
decline in production. The Indian economy which was endangered 
by inflationary tendencies was lendered extremely vulnerable by 
industrial disputes, involving enormous working hours lost. The 
mechanism for the settlement of industrial disputes was fully 
invoked and it effectively succeeded in eliminating labour unrest 
to a gratifying extent by the end of 1948. 

It is often erroneously contended and misrepresented by vested 
interests that the worker possesses fundamental rights to a strike 
in order to better his conditions and the prevailing legislation 
curbs such rights. The existing laws fully concede such rights, 
but they aim at eliminating the chances of strikes. The funda¬ 
mental and underlying principles of such legislation is to explore 
all amicable means of settling a dispute before a strike is allowed 
to develop. The state which exists for social welfare has every 
right to see that the normal economic life of the community is 
not unnecessarily Jeopardised by baneful strikes, if they are 
preventible by measures of conciliation. 
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Hie State and hdmtral Relations The Government of 
India faced the highly explosive labour situation in the country 
with boldness, and sympathy. Faced with recurring strikes from 
1947, the Government stepped ii# with determination to end such 
industrial catastrophes. 

The Industries Conference held in December, 1947, adopted 
a Truce Resolution under which the employers and workers 
undertook not to indulge in any dispute leading to cessation of 
work for at least three years and the Government was keen on 
seeing that the Resolution is* effectively implemented in practice. 
The Conference also passed a resolution, namely, “ * « . The 
system of remuneration to capital as well as labour must be so 
devised that while in the interests of the consumers and the 
primary producers, excessive profits should be prevented by suit¬ 
able methods of taxation and otherwise, both will share the 
product of theii common effort, after making provision for 
payment of fair wages to labour, a fair return on capital employed 
in the industry and reasonable reserves for the maintenance and 
expansion of the undertaking.” The Government is .anxious to 
maintain peace on the industrial front in order to step up produc¬ 
tion in the country and they accepted the above resolution in 
Government's Industrial Policy Statement, which was issued early 
in 1948. The Government stated in that Policy announcement 
that they consider that labour's share of rhe profits should be on 
a sliding scale normally varying with production. They propose, 
in addition to the overall regulation of industry by the State, to 
establish machinery for advising on fair wages, fair remuneration 
for capital, and conditions of labour. They will also take steps 
to associate labour in all matters concerning industrial production. 

The machinery which the Government propose to set up will 
function at different levels—central, regional and unit. At the 
centre, there will be a Genual Advisory Council, which will covet 
the entire field of industry, and will have under it committees 
for each major industry. These committees may be split up into 
sub-committees, dealing with specific questions relating to the 
industry, namely, production, industrial relations, wages fixation 
and distribution of profits. The regional machinery undetv the 
Provincial Governments will be provincial advisory boards which, 
like die central advisory council, will cover the entire field of 
industry within the province; they will have under them pro- 



\ *% 

298 . INDIAN AND PAKISTANI ECONOMICS 

> ' ( 

l&toblal committees for each major industry. The provincial 
committees may also be split up into various sub«committee» 
dealing with specific questions relating to production, wage®- 
fixation and industrial relations. Below the provincial com¬ 
mittees will come the works committees and production committees 
attached to each major industrial establishment. 

The works committes and the production committees will be 
bi-partitc in character, consisting of representatives of employers 
and workers only in equal numbers All other committees will 
bo tri-partitc with representatives of government, workers and 
employers. 

The Government hope that the machinery proposed will 
substantially reduce the volume of industrial disputes. In the 
case of unresohed conflicts, the Government trust that the 
management and labour will, in their own interests and in the 
larger interests of the country, agree to settle them through 
recognised channels of conciliation and arbitration, which will be 
provided by the Government. The industrial relations machinery^ 
both at the Centre and in the Provinces is being strengthened 
and permanent industrial tribunals are being established for 
dealing with major disputes. 

The Government of India are also taking special steps to 
improve industrial housing as quickly as possible. A scheme for 
ten years is under contemplation, and a housing board is being 
constituteu for this purpose. The cost will be shared in suitable 
proportions between Government, employers and labour, the share 
of labour being reco\ered in the form of reasonable rents. 

In order to ensure quick decisions on the various matters 
arising out of the industrial truce resolution, the Government is- 
appointing a special officer. 

It may be observed that the Government has since been 
actively implementing in practice the above commitments as fast 
♦as practicable. 

The Central Advisory Council is already functioning and the* 
Fair Wages Committee has been making helpful progress 

In order to associate the workers in profits of business on a 
^ * profit-sharing basis, the Government has announced that it pro- 
pd$0S? %> introduce on an experimental basis schemes of profit- 
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sharing in iron and steel, cotton4 jute, sugar, paper and cement 
industries. Although the wofkers’ demand for a profit-sharing 
scheme has attained almost a fanatical sanctity, such a measure is 
likely to be fraught with great practical difficulties. It is also doubt¬ 
ful if workers will ultimately benefit from such schemes to a greater 
measure than what they are receiving at present by way of all 
emoluments. It is worth serious consideration whether such 
dubious experiments should be tried at this critical period in the 
history of Indian industries. It is clear that costs of Indian 
Industries arc very high as compared with other competitive 
countries and mounting wages costs are the main contributory 
causes. The future of the Indian industries lies in stepping down 
their costs of production. The sellers' market has come to an 
end and danger signals of a recession arc already making their 
appearances on all sectors of economic life. The profit curves* 
of Indian industries are fast declining and a large number of 
them are struggling hard to break even. It will therefore be 
extremely hazardous to introduce profit-sharing schemes at this 
period of dwindling profits and economic difficulties. 

Although awards of industrial tribunals have been able to 
eliminate conflicts to a certain extent, they have largely contri¬ 
buted to a sense of insecurity and uncertainty in business circles. 
As labour tribunals work under provincial jurisdiction as indepen¬ 
dent bodies, they have been very often giving differing and con¬ 
flicting awards and a businessman is in consequence faced with 
confusion. Lack of co-ordination and uniformity is the outstand¬ 
ing feature of these awards and it is therefore essential that the 
Central Government should take up this question and bring the 
operation of all industrial tribunals under its control and super¬ 
vision. It is gratifying to observe that the Central Government 
proposes to introduce an Industrial Relations Bill at an early date, 
which is aimed at bringing within its scope the relationship 
between labour and management and industrial truce machinery. 

It proposes to set up labour courts in provinces to make a start 
in collective bargaining for the workers. The courts would deal 
with minor disputes between labour and management, while 
major questions like basic wages, bonus, etc., would be referred To 
industrial tribunals. The labour machinery would shortly be 
strengthened by the addition of more officers to ensure effective t 
implementation of industrial truce. 
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fc The following statistics of Industrial Disputes in India are 
given:— * 


Industrial Disputes in India 


Year 

No of 

Workers 

Man-days 

Disputes 

Involved j 

Lost 

1939 

406 

i 

469,189 1 

4,992,795 

1943 

716 

525,088 

2,342,287 

1947 

2,251 

2,353,117 

16,562,666 

1948 Marc h 

176 

148.839 | 

1,366,801 

June 

September 

October 

142 

119,068 

683,779' 

87 ; 

108 i 

| 57,439 | 

109,514 | 

165,266 

412,748 

November 

111 

78,519 1 

293,068 

December 

114 

74,566 1 

398,622 

1949 January 

122 

70,639 

1 

524,617 


Regional Labour Commissioners have been appointed by the 
Central Government at Bombay and Calcutta for administering 
this new machinery which has been set up to deal with industrial 
relations in industries and undertakings in the ‘'Central Sphere.” 
The organisation is under the charge of Central Government's 
Chief Labour Commissioner at the headquarters. 

Industries within the Central Sphere are all industrial 
establishments owned or controlled by the India Government, 
Federal Railways, mines, oil-fields and major ports. 

As the Chief Commissioner's organisation will be responsible 
for conciliation in all matters concerning the “Central Sphere”, 
the existing machinery under the Conciliation Office and the 
Supervisor of Railway Labour ceases to hate separate existence. 
Officers under the Chief Labour Commissioner are being invested 
with statutory powers of conciliation under the Trade Disputes 
Act, 1926, as amended in 1947. They are also being empowered 
as Supervisors of Railway Labour and Inspectors under the Acts 
relating to payment of wages and employment of children in 
Federal Railways and major ports. In addition, industrial rela¬ 
tions will now be governed by the Industrial Policy Announce¬ 
ment of the Government, based upon the Industrial Truce Resolu¬ 
tion, passed by the Industries Conference in 1947. 

Tbe Trade Union Movement in India s—Early in 1918, 
Mr. R R Wadia organised trade unions in Madras and the 
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movement spread to Bombay. Although organisations of 
workers were frequently formed from 1917 following labour 
unrest due to high prices, unsatisfactory working conditions, long 
hours, etc., they were essentially temporary and vanished normally 
after obtaining redress of their grievances. It was not until the 
establishment of an All-India organisation in the form of the All- 
India Trade Union Congress, which began to hold annual session 
from 1920 that the trade union movement took deep roots in 
India. The movement also gathered momentum from the 
beginning of the International Labour Office, which afforded 
opportunities to Indian labour to associate with their confreres 
in other countries through the mechanism of annual International .< 
Labour Conferences. 

The aggregate number of registered Unions was 700 in 1939 
with membership, exceeding half a million. The female members 
of Unions is comparatively small, consisting of about 4 per cent 
of the total. The following table illustrates the present position: — 



No, of 

No, of i 

Membership 


Registered 

Unions 

of Unions 

Province 

Trade 

making 

making 


Unions 

returns 

returns 

Ajmcr-Merwara 

3 

3 

946 

Assam 

9 

9 

2,4 86 

Bengal (E, & W.) . 

330 

134 

286,255 

Bihar ... 

49 

31 

73,428 

Bombay 

93 

79 

172,679 

C. P. & Berar .. 

S3 

27 

13,748 

Delhi ... ... , ... i 

40 

j 19 

30,504 

Madras 

154 

! Hi 

88,270 

N.-W. F. P. 

4 

% 1 

328 

Orissa ... 

4 

i 4 1 

1,494 

Punjab (E. & W.) . 

22 

| 21 

£,308 

Sind. ; , 

39 

! 39 

12,431 

U. P. 

34 

34 

36,734 

Trade Unions whose objects were 



V 

not confined to one Province ... 

3i 

30, 

161,777 

Total 

865 

573 | 

' 889,388 , 


In order to guide the trade union movement along right 
lines, the Trade Union Act of 1926 was passed and it defined the 
position of trade unions in precise terms. The registration of 
tr&de unions is optional, but the Act confers certain valuable 
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privileges on the registered bodies which are denied to those that 
choose to remain unregistered. A registered trade union is 
required to define its name and the objects for which it is 
established. It must keep a list of members and provide for a 
tegular annual audit of its funds which must be spent on certain 
specified objects calculated to promote the obvious interest of the 
members. Not less than one half of the office-bearers of a 
registered trade union must be persons employed in the industry 
concerned. The Act grants immunity from criminal liability to 
nil trade union officials acting in furtherance of all legitimate 
objects of the union. They are not liable to be indicted for con¬ 
spiracy. The Act provides that no suit shall be maintainable in 
\any civil court against any officer or member of a registered union 
regarding any act done by him in contemplation or furtherance 
of a trade dispute on the ground only that such act induces some 
other persons to break a contract of employment or is an inter¬ 
ference with die trade, business, or employment of some other 
person or his right to dispose of his capital or labour as he wants. 
It also provides that no suit shall be maintainable in any civil 
court against a registered trade union regarding any act done in 
contemplation or furtheiance of a trade dispute by any person 
acting on behalf of a trade union, provided it is proved that such 
person acted without the knowledge of or contrary to express 
instructions given by the executive of the trade union. A 
registered trade union may create a fund for the promotion of 
the civil and political interest of its members, the contributions 
being on a strictly voluntary basis. 

Although the tiade union movement has made much head¬ 
way during recent years, it reveals certain inherent weaknesses. 
The Indian moveuient lacks in democratic principles, which are 
essential for the growth of sound trade unions. The development 
of trade unions in India has bee n handicapped by the poverty of 
dM* Workers, who often avoid joining unions, which require the 
payment of regular membership fees and the observance of a 
iipertain code of discipline. The mass illiteracy of labour has 
frankly left the leadership of the trade union movement into the 
handSv of outsiders, who lack in technical knowledge an$ mix up 
politics with economics. More often than not, these leaders 
sacrifice the real interest of workers for personal ambitions. 
Lately, communist influences have been permeating several unions 
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which are being exploited lor capturing political powers* It is 
often found that the formation of trade ipions has been impeded 
by'lade of cohesion among workers, due, to their failure to under¬ 
stand one another, following different languages, which workers 
of a same * industrial establishment speak. The uniformity of 
languages accounts for comparatively larger success associated 
with unions located in Ahmedabad. Generally, the trade union 
movement has been solidly built up among workers in the employ 
of the Government, railways and semi-Government undertakings. 
It may be observed here that the representation of labour given 
in Legislative Assemblies under the 1935 constitution through the 
instrument of organised and registered unions assisted to consolidate 
the trade union movement in this country. $ 

The pressing need for a co-ordination of the activities of the 
individual unions was recognised at a very early stage of the 
movement and both central and provincial federations were 
formed. A central organisation at the apex was also necessary 
because such a body could make recommendations with regard 
to the personnel of the labour representation? on Indian delegations 
to the Annual Sessions of the International Labour Conference* 
The claims of membership made by three All-India labour organi¬ 
zations, the All-India Trade Union Congress, the Indian National 
Trade Union Congress and the I find Mazdoor Sabha in their 
latest reports to the Indian" Government are as follows: 

AITUC—679,143 members, 734 affiliated unions; INTUC— 
986,983 members, 707 affiliated unions; and HMS—618,802 mem¬ 
bers, 380 affiliated unions. 

The oldest of the three, the AITUC, which is dominated by 
.the Communists, has tfie largest membership—205,817 from Bengal 
with 173 unions. The next important place . of its influence is 
stated to be Madras where it claims to have a membership of 
146,665 under 234 unions. Bombay comes third with 128,050 under 
78 unions. 

The Congress-sponsored INTUC ranks fir$t in membership 
but second as regards the number of affiliated unions. It came 
into existence in 1946. Its membership is more pr less eyenly 
distributed. 

Led by Socialists, the Hind Mazdoor Sabha was started in 
December, 1948 and is reported to * be influential in Bombay, 
-Ahmedabad and Bihar* 
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The total number of registered unions in the Indian Domi¬ 
nion is 2,278* There are; 458 registered unions with an aggregate" 
membership of 50,000 outside the three all-India organizations. 
They represent small “politically unimportant” group of workers. 

The National Institute of Industrial Psychology s—It is a 

very useful institution in England, It is run mainly by 
employers of labour. It generally undertakes investigations into 
working conditions of factories in order to discover improved 
methods, lmestigators lead actually the life of those whose 
investigations they are concerned with during the period of their 
* investigations. They usually examine (a) the quality* productive 
capacity and efficiency of plant, (b) recruitment and training of 
worker, (c) hours of work, and ( d) elimination of wastage in a 
factory. It is proposed to start a similar institute in India under 
government auspices. 

Other Measures of Industrial Welfare :—The scope for 
extending the work of industrial welfare is vast in this country. 
Welfare work undertaken to improve the health and standard of 
living of workers is likely not only to step up the level of human' 
society, it will substantially add to the efficiency of the working 
class. Welfare works may be carried out by employers, employees* 
stale and outside agencies. 

The s< ope for this kind of work may be done inside and' 
outside the factories. In addition to various educational facilities 
provided for by the stale, enlightened employers like Tatas have 
arranged for the education of the workers by establishing day 
and night schools, I he Social Service League of Bombay and 
Young Men's Christian Association have also been doing useful 
work- in this direction. It is now almost universal for large 
industrial establishments to provide medical facilities. The pro* 
vision of wholesome food and drink is deplorably lacking in India 
and the problem should be effectively met by organising canteens. 
%nd tea shops under strict supervision. Although certain mills 
and factories have arranged for grain shops, the workers are still' 
largely exploited by the banias and efforts should be strenuously 
made to give relief in this direction by the organisation of co¬ 
operative stores. Until lately, little attention was paid to see how 
the leisure period of a worker is usually spent The Social Service 
League, the Seva Sadan Society, the missionary societies, etc.* 
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h a %r C been doing useful work in welfare works. The All-India 
Industrial Welfare Conference held in Bomba/ in 1922 discussed 
the possibilities of coordinating the activities of various organisa¬ 
tions devoted to welfare work. The Government tk India 
requested all provincial governments in 1926 to collect information 
of various measures of welfare work found in their respective areas. 
Several enlightened employers have also organised various measure® 
of welfare and social work for their workers. The Cawnpore 
labour Enquiry Committee pleaded for the set-up of a Welfare 
Council, consisting of representatives of various organisations, 
engaged in welfare work. 

Several provincial governments have also initiated welfare 
measures. The Government of Bombay opened welfare centres 
in the industrial areas of the city and Bombay's lead has been 
followed by Bengal, Sind, Central Provinces, Bihar and United 
Provinces, The Government of India emphasised the importance 
of welfare work by appointing in 1942 a Central Adviser on Labour 
Welfare and Assistant Labour Welfare Advisers in different 
provinces. 

Pakistan :—As industries are few in Pakistan, the labour 
problem has not assumed any serious magnitude, but the Govern¬ 
ment of Pakistan proposes to institute Industries Boards to arbi¬ 
trate in disputes between Labour and Management. 

Before partition, there were two important labour organisa¬ 
tions in India, namely, the Ali-India Trade Union Congress and 
the Indian Federation of Labour. After partition the labour 
leaders in Pakistan areas decided to work independently of their 
counterparts in India. The unions in Pakistan, which were pre¬ 
viously affiliated to the All-India Trade Union Congress, formed 
themselves into the Eastern Pakistan Trade Union Federation 
and Pakistan Trade yhion Federation for Eastern and Western 
Pakistan respectively. The former has 35 unions affiliated to it 
and claims to have a membership of 48,000. The Unions in 
Western Pakistan, which were previously affiliated to the Indian 
Federation of Labour, formed themselves into the Pakistan 
Federation of Labour. This has 21 unions affiliated to it and 
claims to have a membership of 31,000. No national organisation 
which may be regarded as representative of labour in the whole 
of Pakistan has as yet emerged. Such an organisation is, however, 
necessary in the interests of the working classes. 
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THE STATE IN RELATION TO INDIAN INDUSTRIES 

TN Problem of Nationalisation j—T he demand for the 
nati on a 1 i sa t ion of Indian industries gathered momentum with the 
^ advent of the Congress in authority. The Economic Programme 
< < Committee of the Congress favoured a drastic programme of 
nationalisation. It recommended the immediate nationalisation 
the key and Defence industries and the full nationalisation of 
other industries in course of five years. 

When the Congress assumed powers of the State after India’s 
independence, persons in authority proclaimed themselves in 
favour of nationalisation and the Government in its new zeal went 
ahead with several fancied iegislative^measures, aimed at creating 
conditions for the nationalisation of industries and putting a brake 
on private enterprise and initiative. The result of these measures 
devised in haste proved disastrous in piactice and the present 
economic stagnation of India bears dearly tire stamp of hitherto 
pursued policies. Physical output has been declining far short 
♦j* of expectations. India’s production costs ha\e risen and are con* 
timing to rise against a reverse world trend with disastrous 
Consequences for India’s foreign trade, which continues to disclose 
a widening adverse balance of trade. The flow of savings in 
Industry has ceased and reserves of fixed and working capital are 
running low. Although the official industrial policy is not entirely 
responsible for this economic landslide, the fancy legislative pro* 
posak of the past nineteen months cannot escape the responsibility 
of creating in the country a lack of confidence, which *is an 
outstanding criterion of the present economic life of the country. 

Considered from the standpoint of theory, the nationalisation 
of industries offers certain indisputable benefits. If the State owns 
and controls all means of production, the national dividend is 
^ likely %o be equitably distributed among the members of the 
id and there remains a more certain possibility of mcreasing 

standard of living in the country. These assumpdons 
{'J *** ® y* wne, provided production is maintained at a high 

level of efficiency. If the nationalisation of industries results in 
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general economic deterioration, it will make the position worse* 
It is no use introducing the nationalisation of industries in haste 
if it means a reduced national dividend, because no enlightened 
Government aims at distributing poverty among its people. 
Therefore the entire question of nationalisation should he scruti¬ 
nised from a practical point o£ view. We shall have to examine 
whether the Government possesses the requisite resources in finance, 
technical personnel, experience etc., to run all industrial enterprises 
more efficiently than private initiative and judged by this criterion* 
it is found that the scope of the nationalisation of industries is 
likely to be limited for several years to come. It is generally 
found in practice that the few state enterprises which exist in this 
country are not run well due to lack of suitable personnel. Tho 
taking over of several transport services and electricity concerns 
by provincial governments during recent years shows that effi¬ 
ciency has declined as compared with past private management. 
It is no use loading the tax-payers with needless losses, following 
lax, inept or unskilled management. 

We are not however pleading for a policy of complete laissez 
fatre in economic matters. Nationalisation should remain die 
ultimate goal of every state, but it should be introduced only 
piecemeal as circumstances permit. The function of a modem 
state is to secure the optimum economic welfare of its citizens 
and as such it should be armed with ample powers of controlling 
the resources of the community in order to advance the standard 
of life of its members. The economic function of a state should 
be guided by the sole test of “greatest good of the greatest number”. 
The consensus of opinion therefore favours the pursuit in India 
by the Government of a middle course in economic matters* 
There should remain in India for a sufficiendy long time to come 
wide scope for private initiative and enterprise under checks and 
balances* exercised by the state and there are groups of iadumiOs, 
which may be usefully state-owned and controlled and the Govern¬ 
ment should concentrate attention upon attaining a high pitdi of 
efficiency' in state industries by harnming all resources and 
powers. / »» , 

Government Statement on tfoftj 
^■wiopmeats—It is gratifying to observe that 
of India has announced to pursue a middle course in economic 
matters, which is dictated by practical expediency. In order to 
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sipt&ve all utKeminties and revive a feeling of confidence, the 
z^vemment of India announced their Industrial Policy on 6th 
April, 1948. 

4 The following is part of the text of the Government of India's 
statement on Industrial Policy. The Government statement seeks 
to define the relative spheres and functions of State and private 
enterprise, and promises the creation of machinery to determine 
fair remuneration for both capital and labour. Consultative and 
• planning machinery will function through a network of com¬ 
mittees, extending from a Central Advisory Council at the top 
down, via provincial and other authorities, to works and produc¬ 
tion committees at the bottom. 

The Government of India has given careful thought to the 
economic problems facing the country. The nation has now set 
itself to establish a social order where justice and equality of 
opportunity shall be secured to all the people. The immediate 
objective is to provide educational facilities and health services 
on a much wider scale, and to promote a rapid rise in the standard 
of living of the people by exploiting the latest resources of the 
country, increasing production and offering opportunities to all 
for employment in the service of the community. For this pur¬ 
pose, careful planning and integrated effort over the whole field 
of national activity are necessary ; and the Government of India 
proposes to establish a National Planning Commission to formulate 
programmes of development and to secure their execution. The 
present statement, however, confines itself to Government's policy 
in the industrial field. 

Any improvement in the economic conditions of the country 
postulates an increase in national wealth; a mere redistribution 
of existing wealth would make no essential difference to the people 
and would merely mean the distribution of poverty. A dynamic 
national policy must, therefore, be directed to a continuous 
increase in production by all possible means, side by side with 
measures to secure its equitable distribution. At this present 
critical state of the nation's economy, when the mass of rhe 
people are below the subsistence level, the emphasis should be on 
the expansion of production, both agricultural and industrial; 
and in particular on the production of capital equipment, of goods 
satisfying the basic needs of the people and of commodities the 
export of which will increase earnings of foreign exchange. 
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The problems of State participation in industry and the 
conditions in which private enterprise should be allowed to operate 
must be judged in this context. There can be m doubt that the 
State must play a progressively active role in the development 
of industries, but ability to achieve the main objectives should 
determine the immediate extent of State responsibility and the 
limits to private enterprise. Under present conditions, the 
mechanism and the resources of the State may not permit it ta 
function forthwith in industry as widely as may be desirable. The 
Government of India are taking steps to remedy the situation; 
in particular, they sire considering steps to create a body of men 
trained in business methods and management. They feel, how¬ 
ever, that for some time to come, the State could contribute more 
quickly to the increase of national wealth by expanding its present 
activities, wherever it is already operating, and by concentrating 
on acquiring and running existing units. Meanwhile, private 
enterprise, properly directed and regulated, has a valuable role 
to play. 

On these considerations, the Government have decided that 
the manufacture of arms and ammunition and the ownership and 
management of railway transport should continue to be the ex- 
<lusi\e monopoly of the Central Government. Further, in any 
emergency, the Government would always have the power to take 
over any industry vital for national defence. In the case of the 
following industries, the State—which, in this context includes 
Central, Provincial and State Governments and other public 
authorities like Municipal Corporations—will be exclusively res¬ 
ponsible for the establishment of new undertakings, except where, 
in the national interest, the State itself finds it necessary to secure 
the co-operation of private enterprise, subject to such control and 
regulation as the Central Government may prescribe; 

(1) Coal (the Indian Coalfields Committee's proposals will be 

generally followed), 

(2) Iron and Steel. 

(3) Aircraft manufacture, 

(4) Shipbuilding* 

(5) Manufacture of telephone, telegraph and wireless apparatus* 

excluding radio receiving sets. 

(6) Mineral oils. 



310 


fcK&tAN AND PAKISTANI ECONOMICS 


* Management of State enterprise will, as a rule, be through 
tlie medium of public corporations under the statutory control 
o|- the Central Government, who will assume such powers as may 
be necessary to ensure this. While the inherent right of the 
State to acquire any existing industrial undertaking will always 
remain, and will be exercised whenever the public interest 
requires it, Government have decided to let existing under- 
takings in these fields develop for a period of ten years, during 
which they will be allowed all facilities for efficient working and 
reasonable expansion. At the end of this period, the whole 
matter will be reviewed and a decision taken in the light of 
circumstances obtaining at the time. If it is decided that the 
State should acquire anv unit, the fundamental rights guaranteed 
by the Constitution will be observed and compensation will be 
awarded on a fair and equitable basis. 

The Government of India have recently promulgated a 
measure for the control by the State of the generation and dis¬ 
tribution of electric power. This industry will continue to be 
regulated in terms of this measure. 

The rest of the industrial field will normally be open to 
private enterprise, individual as well as co-operative. The State 
will also progressively participate in this field : nor will it hesitate 
to intervene whenever the progress of an industry under private 
enterprise is unsatisfactory. The Central Government have 
already embarked on enterprises like large river valley develop¬ 
ments, which are multi-purpose projects of great magnitude, 
involving extensive generation of hydro-electric power, and irriga¬ 
tion on a vast scale, and are calculated in a comparatively short 
time to change the entire face of large areas in this country. 
Projects like the Damodar Valley Scheme, the Kosi Reservoir, 
the Hirakud Dam, etc., are in a class by themselves and can stand 
in comparison with any of the major schemes in America or 
elsewhere. The Central Government have also undertaken the 
production of fertiliser on a very large scale, and have in view 
other enterprises like the manufacture of essential drugs and of 
synthetic oil from coal; many Provincial and State Governments 
are also proceeding on similar lines. 

There are certain basic industries of importance, apart from 
those mentioned in paragraph 4, the planning and regulation of 
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which hy the Central Government is necessary in the national 
interest. The following industries whose location must be 
governed by economic factors of all-India import* or which require 
considerable investment or a high degree of technical skill, will 
be tbe subject of Central regulation and control; — 

(1) Salt 

(2) Automobiles and tractors. 

(3) Prime Movers. 

(4) Electric Engineering. 

(5) Other heavy machinery. 

(6) Machine tools. 

(7) Heavy chemicals, fertilizers and pharmaceuticals and 

drugs. 

(8) Electro-Chemical industries. 

(9) Nonferrous metals. 

(10) Rubber manufactures. 

(11) Power and industrial alcohol. 

(12) Cotton and woollen Textiles. 

(13) Cement. 

(14) Sugar, 

(15) Paper and newsprint. 

(16) Air and Sea Transport, 

The above list cannot obviously be of an exhaustive nature. 
The Government of India while retaining the ultimate direction 
over this field of industry, will consult the Governments of the 
Frounces and States at all stages and fully associate with them in 
the formulation and execution of plans. Besides these Governments, 
representatives of Industry and Labour will also be associated 
with the Central Government in the Industrial Advisory Council 
and other bodies which they propose to establish* as recommended 
by the Industries Conference, _ 

Cottage and small-scale industries have a very important role 
in the national economy, offering as they do scope for individual* 
village or co-operative enterprise, and means for the rehabilita¬ 
tion of displaced persons. These industries are particularly suited 
for the better utilisation of local resources and for the achieve¬ 
ment of local self-sufficiency in respect of certain types of essential 
consumer goods like food, doth and agricultural implements. 
The healthy expansion of cottage and small-scale industries 
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‘^^nds upon a number of factors like the provision of raw 
inaterials, cheap power* technical advice, organised marketing of 
their produce, and, where necessary, safeguards against intensive 
Competition by large-scale manufacture, as well as on the educa¬ 
tion of the worker in the use of the best available technique, 
Most of these fall in the Provincial sphere and are receiving the 
attention of the Governments of the Provinces and the States. 
The resolution of the Industries Conference has requested the 
Central Government to investigate how far and in what manner 
these industries can be co-ordinated and integrated with large-scale 
^industries. The Government of India accept this recommenda¬ 
tion. It will be examined, for example, how the textile mill 
industry can be made complementary to, rather than competitive 
with, the handloom industry, which is the country’s largest and 
best organised cottage industry. In certain other lines of produc¬ 
tion, like agricultural implements, textile accessories and parts of 
machine tools, it should be possible to produce components on a 
cottage industry scale and assemble these into their final product 
at a factory. It will also be investigated how far industries at 
present highly centralised could be decentralised with advantage. 

The Resolution of the Industries Conference has recommended 
that Government should establish a Cottage Industries Board for 
the fostering of small-scale industries. The Government of India 
accept this recommendation and propose to create suitable 
machinery to implement it. A cottage and small-scale industries 
directorate will also be set up within the Directorate-General of 
Industries and Supplies. 

One of the main objectives will be to give a distinctly co¬ 
operative bias to this field of industry. During and before the 
last war, even a predominantly agricultural country like China 
showed what could be done in this respect, and her mobile 
industrial co-operative units were of outstanding assistance in her 
struggle against Japan. The present international situation is 
likely to lessen to a marked degree our chances of getting capital 
goods for large-scale industry, and the leeway must be made up 
by having recourse to small-size industrial co-operatives throughout 
the country. 

The Government, however, recognise that their objective, viz., 
securing the maximum increase in production, will not be realised 
merely by prescribing the respective spheres of the State and of 
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private enterprise ia industry; it is equally essential to ensure 
che fullest co-operation between labour and management and die 
maintenance of stable and friendly relations between diem. 

The Government of India agree with the view of the Indus¬ 
tries Conference that, while it should be recognised that partly 
eipatioo of foreign capital and enterprise, particularly as regards 
industrial technique and knowledge, will be of value to the rapid 
industrialisation of the country, it is necessary that the conditions 
under which they may participate in Indian industry should be 
-carefully regulated in the national interests. Suitable legislation 
will be introduced for this purpose. Such legislation will provide 
for the scrutiny and approval by the Central Government of every 
individual case of participation of foreign capital and management 
in industry. It will provide that, as a rule the major interest in 
ownership and effective control should always be in Indian hands, 
but power will be taken to deal with exceptional cases in the 
manner calculated to serve the national interest. In all cases, 
however, the training of suitable Indian personnel for the purpose 
of eventually icplating foreign experts will be insisted upon. 

The Government of India are fully alive to their direct 
responsibility for the development of those industries which they 
have found necessary to reserve exclusively for state enterprise. 
They are equally ready'to extend then assistance to private or 
co-operative enterprise in the rest ot the industrial field, and in 
particular by removing transport difficulties and by facilitating 
the import of essential raw materials to the maximum passible 
extent. The tariff policy of the Government will be designed to 
prevent unfair foreign competition and to promote the utilisation 
of India's resources without imposing unjustifiable burdens on 
the consumer. The system of taxation will be reviewed and 
readjusted where necessary to encourage saving and productive 
investment and to prevent the undue concentration of wealth in a 
•amah section of the population. 

It may be mentioned here that the Industrial Policy of the 
Government is essentially based upon the recommendations of 
the Economic Programme Committee of the Congress, which 
rather favoured drastic measures of nationalisation! The latter 
recommended immediate nationalisation of key and defence 
industries and other industries in course Of die next five years. 
The Government have discreetly chosen a middle course. 
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;V Industries (Development and Control) Bill of 1949 t— 

Industrial Policy Resolution obtained a favourable reception 
i in the counmr, but the re-vitalising effect has unfortunately been 
f, counteracted by the introduction of the Industries (Development 
and Control) Bill of 1949, which appears to vest an uninformed 
cracy with wide powers* but it cun be assumed that such< 
powers are likely <o be exercised with due caution and restraint* 
because it is alwavs the avowed intention of the Government to 
give the private sector of industry a free hand except in those 
industries which it is intended to promote under state ownership 
1 and direction. 

In the statement of objects and reasons appended to the Bill 
it is said that the latter brings under Central control the develop 
ment and regulation of a number of important industries, the 
activities of which affect the country as a whole and die develop 
nitm of which must be governed by economic factors of all-India 
impoit. It is asserted that the planning of future development 
on sound and balanced lines is sought to be secured by the 
licensing of all new undertakings by the Central Government, 
The Bill accordingly confers on Government power to make rules 
for the registration of existing undertakings, for regulating the 
production and development of the industries in the Schedule and 
for consultation with Provincial Governments on these matters. 
Provision has also been made for the constitution of a Central 
Advisory Council, prior consultation with which will be obligatory 
before the Central Government rakes certain measures such as rhe 
revocation of a licence or taking o\er the control and manage¬ 
ment of anv industrial concern. 

✓ 

The crux of the new legislation is diat the Central Oo\em¬ 
inent may, subject to the condition of previous publication, make 
rules for the control and regulation of all or any of the industries- 
named in the Schedule, The 25 groups of industries so enumerated 
are: 

Aircraft, arms and ammunition, automobiles including trac¬ 
tors, cement, coal including coke and other derivatives, electric 
lamps and fans, electric motors, heavy chemicals including ferti¬ 
lisers, heavy machinery used in industry including bail and roller 
bearings and gear wheels and parts thereof, boilers and steam* 
generating equipment, iron and steel locomotives and rolling stock* 
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machine took, machinery and equipment jFor the genemtkm, 
transmission and distribution of electric energy, motor and aviation 
fuel, kerosene, crude oils and synthetic Ohs, non-ferrbus metal# 
including alloys, paper and newsprint, pharmaceuticals and drugs, 
power and industrial alcohol, rubber goods, salt, ships and other 
vessels propelled by steam or by electricity or mechanical power, 
sugar, tea, telephones, telegraph apparatus and wireless communica¬ 
tion apparatus, textiles made of cotton, jute or wooL 

Existing and new industrial undertakings are to be licensed, 
the former within three months of die passing of the present 
legislation and the latter subject to the observance of such con¬ 
ditions concerning location, size, equipment, technique, as may 
be laid down in the rules to be framed. The Central Government 
will have power to revoke, amend, or vary any licence that may 
be issued. Rule-making will extend to regulation of the produc¬ 
tion and development of the scheduled industries and will provide 
for consultation with Provincial administrations regarding these 
matters. The Government of India will be empowered to require 
any industry to stimulate its development and to regulate its pro¬ 
duction and the use of raw materials and fix standards of produc¬ 
tion. It may prevent an industry from resorting to any act or 
practice which might reduce its production, capacity or economic 
value. The Central Government may also require any industry 
in the schedule to provide facilities for the training of technicians 
and labour, furnish information or statistics and submit special or 
periodical returns and reports to Government, 

The detailed provisions of the Bill make it clear that if the 
Central Government so wish they can intervene at almost every 
stage in the routine management of an industry or its individual 
units, and if it is the intention to remit even part of such authority 
to Provincial Administrations the Bill will rightly evoke wide¬ 
spread criticism. What the Bill virtually does is to proclaim the 
25 controlled industries “to be State monopolies which are, how¬ 
ever, to be run for the time being by those who are at present in 
charge of them.” Penalties are provided and the rights of inspec¬ 
tion which the Bill confers are sweeping in character* Clause 15 
provides that for the purpose of ascertaining the position or work¬ 
ing of any industrial undertaking, or for any other purpose 
mentioned in the Act, any officer authorised by the Central 
Government shall have the right to enter and inspect any premises* 
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H M demand the production of any document, book or record and 
examine any parson having control of or employed in any 
undertaking which may be engaged in an industry enumerated 
in die schedule. All powers exercisable under the BUI may by 
order of the Central Government be exercised in its behalf by 
officers of Provincial Governments or acceding States* 

There are several other provisions which are unnecessary and 
unlikely to be enfoxted, because the Government does not possess 
the requisite staff. This piece of legislation is largely negative and 
prohibuoi v m character and merely adds to the burdens and 
controls under which Indian industries are at present working. 
It is not going to stimulate production. The Government therefore 
acted wisely in referring it to a Select Committee, which should 
eftttt necessary alterations in the Bill. 

State Industries :—Railways, Posts and Telephones are State- 
owned and State-managed industries in India. The Government 
has recently started a fertiliser factory at Sindri and the Reserve 
Bank of India was nationalised from 1st January, 1949. The 
Government proposes to initiate an ambitious scheme of indus¬ 
trialisation by starting State industries and also industries in co¬ 
operation with private enterprise. 

Work on the Rs. 14-crore Chittaranjan Project for the manu¬ 
facture of locomotives is proceeding. National interests demand 
that the country must be self-contained in die matter of key 
industries. In this context, the Chittaranjan Project is vital in 
any national emergency. Chittaranjan, the new name for Mihijam, 
is on the East Indian Railway between Asansol and Madhupur, 
about 17 miles from Asansol by rail and 20 miles by road and is 
in the Burdwan district of West Bengal, It is ideally situated, 
adjoining as it does the labour surplus districts of Santhal Parganas 
and Manbhum in Bihar and in dose proximity to the coal-belt 
and the steel producing centres. The Chittaranjan workshops are 
designed to build about 120 steam locomotives and 50 spare boilers 
per year working single shift and, together with the Tata's Loco¬ 
motive Factory, are expected to make India self-suffident in regard 
to locomotives. About 1,200 machines will be used for manufac¬ 
turing and assembling spare parts and locomotives, for this work 
involves a variety of operations embradng various trades, such as 
pattern making, foundry work, forging and smithy work, dye 
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sinking, drop stamping, heat treatment of materials, welding, 
machining of parts to high precision, boiler making, plate work, 
copper and tinsmith work, fitting work calling for great skill and 
accuracy, tool making, etc. The workshops involve a heavy cons¬ 
truction programme including about 14,000 tons of steel fabrication. 
The project is expected to employ about 10,000 workers on a single 
shift work. To begin with, the workshops will produce parts of 
standard locomotives. The first locomotive is expected to he 
turned out of the shops complete by the end of 1951. 

The Government of India's scheme for setting up new steel 
plants in India has been unanimously approved by the three 
American and British firms appointed by the Government. The 
three firms, Messrs. Koppers Co. and Arthur Mckee & Co. of the 
U.S.A., and the International Construction Co. of the t£K.» Were 
appointed as consultants to make a preliminary technical survey 
and report on two alternate schemes for the establishment of steel 
plant in India. All the three consultants have pointed out that 
even after expanding the existing plant, there will still be an 
annual deficit of over 1 million tons between demand and supply. 
The adoption of a two-plant scheme is favoured in preference to 
a one-plant scheme. For one plant of 500,000 to 600,000 tons 
capacity, the estimated capital costs will be between Rs, 50 and 
60 crores. All the three consultants have selected sites in Orissa 
and Centra] Provinces for the two-plant scheme. 

A State-owned machine tool industry is to be started imme¬ 
diately in India with the assistance and co-operation of a leading 
foreign manufacturer of international fame. The industry, when 
completed, is expected to have an annual outturn of about Rs, 8 
crores worth of production and precision-type machine tools* An 
area of five square miles will be required for the project and a 
total power supply of 6,000 kw. It will provide employment for 
about 20,000 workers. The industry is to be developed in five 
stages and will have a separate factory for each stage. The first 
stage is expected to be completed in two years and the remaining 
factories at short intervals thereafter. Representatives of the 
foreign firm are shortly expected in India* Provincial Govern¬ 
ments have been asked to send their recommendations about the 
site of the factories bearing in mind climate and other factors, 
which affect the economic production of machine tools before the 
arrival of the representatives. 
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' ^ Penicillin as a specific foi malaria, and sulpha drugs, will be 
' -, jiiaoufactured in a factory proposed to be set up by the Govern- 
f of India, , The factory will have an annual productive capa- 

*\\ city of 1,260 Million units of penicillin, 100,000 lbs. of "an anti- 
^ ' malarial drug", 60,000 lbs. of sulphamerazine, 20,000 lbs. of sulpha- 
thiazole and 20,000 lbs, of sulphanilamide. Expected to be located 
neat Bombay, the factory will cost Rs. 2 crores. The production 
1 ia likely to start in less than three yeans, resulting in an annual 
saving in imports from hard currency and other areas of 
Rs, 2‘25 crores. 

On the lecommendation of the Council of Industrial and 
Scientific Research, the Government of India are now conducting 
negotiations with expert films abroad for the production of optical 
glass which plays an important part in peace as well as in war. 
The Council has now suggested that investigational and pilot plant 
work should be taken up without delay at the Central Glass and 
Ceramic Research Institute at Calcutta. It has also been recom¬ 
mended that a team of ceramic and glass experts should visit the 
various centres of glass and ceramic industry in the country and 
' make a survey of their difficulties and problems and report to the 
Government as to which steps should be taken to improve the 
condition of the industry and that help should be given for its 
scientific development. It has also been proposed to set up under 
the auspices of the Council an ionospheric field station outside 
the city of Calcutta at a cosr of over Rs, 80,000. In this station 
will be carried out research work on ionospheric conditions, know¬ 
ledge of which is essential for efficient broadcasting and aerial 
communication. The field station will work under the supervision 
of the Radio Research Committee of the Council and the 
ionospheric data collected will form a part of world-wide collection 
Of such data. Tine governing body has also approved of the pro¬ 
posal to constitute a malaria chemotherapy committee which would 
co-ordinate and direct research and other investigations on malaria 
prevention and cure, now being carried out by various Government 
Organizations, universities and research institutes in the country. 

The Government of India have decided to undertake the 
manufacture of hydroelectric and thermal plant in the country and 
the? implementation of this decision may be expected within the 
current yean Most of the electric plant and equipment require¬ 
ments of India are supplied from foreign countries. In view of 
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the immense scope for electric development in India* it is most 
necessary that these plants and equipments should be manufac¬ 
tured within the country. This would not only JeacJ to overall 
economy but would be a most valuable insurance in the event of 
a national emergency. 

It may also be observed that the Defence Ministry has been 
talking active steps to secure the aid of foreign firms to develop 
the manufacture of heavy armaments in India. 

Pakistan t Industrial Policy Statement of the Government 
of Pakistan :—The Government of Pakistan announced its Indus¬ 
trial Policy in April, 1948, which gives industrialists a firm basis 
for their development schemes. The primary objectives of the 
policy are to manufacture in Pakistan the products of Pakistan’s 
own raw materials, especially jute, cotton and hides and skins, 
and to develop consumer goods industries to meet the requirements 
of the home market. 

Industries in the first category are those which are already 
State-owned, *>., posts and telegraphs and the telephone system. 
Wireless and broadcasting and the railways. The second category 
would comprise industries which arc in process of nationalisation, 
though the only one m this condition is road transport, which is 
being nationalised by the Provincial Governments. Air transport 
falls in the third category. Although no official announcement has 
yer been made there seems little doubt that the Pakistan Govern¬ 
ment have reconsidered their policy to air transport, and that a 
substantial measure of nationalisation is to be expected. It is no 
secret that the two scheduled air transport companies have found 
the maintenance of regular services a difficult financial proposition, 
and would welcome some relief. The probability is that a single 
Corporation would be set up on the lines of Pakistan Aviation Ltd. 
{the Company which will be responsible for repair and overhaul 
work at Karachi), with the Government holding Si per cent, of 
the shares, the rest being subscribed equally by the two existing 
air transport companies. In the fourth category we may place the 
industries about which the Pakistan Government has not yet made 
up its mind. These are the river services which ate to be left to 
private enterprise for the present, and die petroleum and petroleum 
products industry which is still under consideration. Finally, we 
have the industries which arc to be owned and operated by the 
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These are; (1) arms and munitions of war; (2) generation 
^'liydro-eleaadc power ; (3) manufacture of railway wagons, 

telegraph and wireless apparatus. Although the Govern- 
$j{> ment reserves a general right to take over or participate in any 

* i ' other industry vital to the security or economic well-being of the 
% State there is no suggestion that these decisions are liable to 

reconsideration after any given term of years, and they have the 
merit of being fairly definite and decisive. 

It has also been stated that foreign capital will be welcome' 
in Pakistan, provided that it does not claim special privileges, and 
provided that participation of Pakistan nationals, on both adminis¬ 
trative and technical sides, is ensured and training facilities 
provided. It is understood that no attempt will be made to lay 
down a formula for this purpose, and the matter will be left to* 
the good sense of the management of an industry, but it is desired! 
that subsidiary companies should be registered in Pakistan. There 
appears to be no intention of enforcing this by legislative action, 
but foreign firms would do well to understand that they will not 
be welcome, and may not be granted all desirable facilities, unless 
they comply with this directive. If the establishment of the 
subsidiary company docs not involve an issue of capital within 
the purview of the capital issues control (i.c., exceeding Rs. 1 lakh) 
there will be no scrutiny of the ownership and tire parent company 
will not be under any obligation to offer a percentage of shares 
to Pakistan nationals. For industrial ventures a list of 13 industries* 
is given in which Pakistan nationals are ordinarily to be given 
the option to subscribe at least 51 per cent, of all classes of share 
capital and debentures. Among the industries are included cement* 
coal, cotton, spinning and weaving mills, and heavy chemicals but 
not the jute industry. In industries not specified in this list 30 per 
cent, of the capital is ordinarily to be offered to Pakistan nationals* 
Although the original statement contains no mention of the 
managing agency system, in the supplementary statement subse¬ 
quently issued, the managing agency system is given the general 
blessing of the Government, subject to the proviso that managing 
agencies must work with the primary objective of creating 
Pakistani administrative and executive control of the industry 
within the next ten years. It is this proviso which has puzzled 1 
business circles. Presumably it applies only to those industries 
in respect of which the share of indigenous capital was fixed at 

Pa 
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51 per cent., but even so a new and far-reaching principle seems 
to have been slipped in, unless the meaning of the words has been 
generally misunderstood. It is one thing to lay down, as the 
original statement did, that nationals of Pakistan should be given 
the option to subscribe 51 to 30 per cent., as the case may be, of 
the share capital of new industrial concerns, but quite another to 
prescribe that the promoters should aim at handing over effective 
control to Pakistanis within ten years. It hardly seems possible 
rhat the Government which is certainly conscious of the inade¬ 
quacy of indigenous capital and enterprise for industrial develop¬ 
ment; should have expected foreign capital to risk its resources 
for the reward of early self-immolation. 

It may however be observed that subsequently the Govern¬ 
ment announced that if Pakistani nationals fail to take up their 
quota of shares, the promoters of companies will be free to allot 
the shares according to their option. The Karachi Chamber of 
Commerce has therefore rightly asked the Government to clarify 
fully the position in regard to the managing agency system and 
distribution of shares. The Government has also been asked for 
an assurance that the rules relating to the share of Pakistani 
capital will be applied only at the initial stage, when the capital 
issue is lirst made, and that there will neither he any subsequent 
Government intervention to bring the proportion of Pakistani shares 
up to the original desideratum nor any obligation on the managing 
agents to attempt continuous readjustment of holdings so as to 
prevent it falling below the prescribed percentage. 

Although there is no doubt that the 51 per cent, rule will 
have a discouraging eflect upon some foreign interests there is no 
reason to suppose that it involves any serious danger that control 
of the companies concerned will pass out of the hands of the foreign 
promoters. If the latter retain 49 per cent of the shares* their 
voting strength should be strong enough ro resist any attempt to 
take the control out of their hands. The Government do not 
appear to have any legislation in view, and are not taking any 
steps to deprive foreign capital of effective control. A provision in 
the statement which may cause rather more concern to foreign 
industrialists relates to the remittance of profits. Facilities are -to 
be allowed for remittance only of “a reasonable proportion” of 
profits io the countries from which the capital is drawn, but; clearly 
before a capitalist abroad invests his capital in a foreign country 

21 
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he will want to be sore that he is permitted to take his o#n share 
the dividend out of the country. It is understood, however, that 
« ; ; remittances of profits to the sterling area countries are likely to 
,y v be allowed freely and this provision has been inserted in the 
i*$tatement more from the point of view of exchange control than 
from any other motive. 

The Government of Pakistan has also announced that it may 
find it necessary in national interests, in the event of private 
capital not forthcoming in adequate measure for the development 
of any particular industry of national importance, to set up a 
limited number of standard units more as means of attracting 
private enterprise than for any other object. 

The Government of Pakistan have decided to sponsor the 
setting up in East Bengal of three jute mills of 1,000 looms each 
at a cost of about Rs. 7 crores. Specifications are being drawn up 
and orders will be placed for plant and machinery in Britain, the 
IJ,S.A., Canada and other European countries. The project is 
expected to take about three years to complete. When in opera¬ 
tion the factories, it is understood, will give priority to the pro¬ 
duction of good quality hessian. 

It may be obserccl that the Government of Pakistan earmarked 
a sum ol Rs. 4 crores in the Capital side of its Budget of 1949-50 
for the purpose of setting up a Statutory Corporation in order to 
select industrial projects for state grants. 

The Industrial Survey Committee of the Government of 
Eastern Pakistan has been doing useful work in exploring the 
possibilities of establishing suitable industries in their area and 
determining the size and location of the same. 

Planning Advisory Board In order to co-ordinate develop¬ 
ment in Pakistan and ensure uniform progress on all sectors, the 
Government of Pakistan, in January 1948, set up an Economic 
Committee of the Cabinet, a Planning Advisory Board and a 
Development Board. 

The Prime Minister presides over the Economic Committee, 
which consists of the Minister for Commerce, Industries and 
Works, the Minister for Finance, the Minister for Communications 
and the Minister for Food, Agriculture and Health. The Com- 
* mtttee takes policy decisions on issues submitted to it by the 
Development Board and the Planning Advisory Board. 
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The Prime Minister is also Chairman of the Planning Advi¬ 
sory Board which advises the Government generally oh matters 
relating to planning and development, reviews the progress made 
in implementing plans, and educates the public on the necessity 
for various development schemes undertaken, in order to get their 
enthusiastic co-operation. 

Development Board *—The Minister of Finance and Econo¬ 
mic Affairs is the Chairman of the Development Board and the 
Secretary-General is the Vice-Chairman, 

The Development Board co-ordinates the Central and Pro¬ 
vincial development plans so that all available resources are put 
ro the best possible, use. It also makes recommendations* regard¬ 
ing priorities among the development plans. 

The Development Board acts as a clearing house of ideas and 
information, bringing to the notice of Ministries ideas on schemes 
which may aid development. It watches the progress of develop¬ 
ment schemes in order to remove bottlenecks and makes periodi¬ 
cal reports to the Cabinet of the progress of schemes. 

The Board has approved 52 schemes, involving expenditure of 
RvS, 13,00,00,000 in 1948-49 and approximately Rs. 18,00,00,000 in 
1949-50. The total cost of the schemes spread over a period of five 
years will be in the neighbourhood of Rs. 45,00,00,000. Of this 
amount a sum of Rs. 23,00,00,000 will be spent on schemes for the 
development of electricity, both Hydro-electric and Thermal, and 
Irrigation ; Rs. 11,00,00,000 on development of communications; 
Rs, 2,00,00,000 on schemes sponsored by the Ministry of Health 
and Rs. 50,00,000 on development of Broadcasting. 

The Development Board, after careful consideration of the 
Provincial schemes, the financial position of the Central Govern¬ 
ment, the supply position of the capital goods required for the 
implementation of these schemes, the availability of technical per¬ 
sonnel and other relevant factors, decided to recommend an alloca¬ 
tion of Rs. 12*02 crores in 1948-49 as under: 


East Bengal 
West Punjab . 
N. W, F. P. 
Sind 


... Rs, 4 crores 
.. Rs, 5 crores 
... Rs. 0*52 crores 
... Rs, 2*50 crores 
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> These loans have been offered to the Provincial Governments 
h order to enable them to undertake and execute their develop¬ 
ment schemes, which cover a wide range of activities, c.g, } the 
development of hydro-electricity, reclamation of land, extension of 
canals, roads, etc. It is now for the Provincial Governments to 
draw and spend these amounts on economically productive and 
vitally important schemes of development. 

Sind has selected for execution about 29 schemes from the old 
five-year plan drawn up under the undivided Government of India. 
The total five-year cost of these comes to about 2*90 crores. Of 
this, about Rs. 45 lakhs will be financially productive. Presuming 
that 10 per cent, of the total expenditure has already been met 
this sum would tome to about Rs. 29 lakhs Of the 29 schemes, 
about seven are research development and training schemes. 

There are seven fisheries schemes and these envisage the 
setting up of a marine and fresh-water Fisheries Research Institute, 
construction of a fish-curing yard, development of edible oysters, 
prawn fisheries and deep-set fishing, and provision of transport 
facilities. 

Other schemes include crop manuring, seed distribution and 
seed multiplication, running of tractors, riverine and land survey, 
tree plantation, expansion of technical staff, etc. 

The N. W, F. F. has about 26 agricultural deudopment 
schemes. Work on most of them has started and out of a total 
five-year expenditure of about Rs. 37 lakhs, Rs. 7 lakhs has already 
been met. Of the 26 schemes, 10 are forestry schemes, concerning 
conservation of forests, adoption oi ami-erosion measures, and train¬ 
ing of forest officers and forest rangers. There are six animal 
husbandry schemes and these envisage the establishment of poultry 
and sheep-breeding farms, impiovcment oi agriculture, expansion 
of veterinary research work, etc. There are seven other schemes, 
and these include development of agricultural engineering, estab¬ 
lishment of crop and fruit nursery farms, establishment of seed 
farms, control of fruit-fly, and expansion of staff’. 

Of the several agricultural development schemes drawn up by 
undivided Bengal, whose area of application falls in East Bengal, 
the East Bengal Government has selected about 18 schemes "for 
execution tinder present conditions. These cover the following 
subjects: Establishment of jute seed and other seed multipika- 
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tion forms, sugarcane research, organisation of a horticultural sec¬ 
tion, improvement of livestock, conservation of forests and affore¬ 
station of waste lands, establishment of poultry, vaccine institute, 
mass inoculation, expansion of veterinary staff, establishment of 
a fish technological station and execution of other fisheries schemes* 

Most of the above schemes were started in 1947 and were 
expected to be completed by 1952. The total five-year expenditure 
comes to over Rs. T60 crores, out of which about R&. 15 lakhs 
(roughly 10 per cent, of the total) had already been spent. 

West Punjab is still revising the blue prints, and details of 
expenditure, etc. have not yet been worked out. However an 
analytical study of the five-year undivided Punjab plan reveals 
that, in all, 43 agricultural development schemes have their area 
of application in West Punjab. The total five-year cost (1947-52) 
comes to about Rs. 2 15 crores. Almost all of the total expendi¬ 
ture will be unproductive financially as 30 out of the 43 schemes 
are research, teaching, and training schemes. 

The Government of the North-West Frontier Province main¬ 
tains several research stations for the improvement of fruit culture, 
study and control of plant diseases, analytical work on soils, and 
introduction and hybridisation of new crops. Large nurseries of 
fiuit plants arc maintained to distribute improved plants and a 
vigorous propaganda machinery deals with the dissemination of 
agricultural knowledge among the cultivators. 

The largest of these is the agricultural research station at 
Tarnab, 10 miles from Peshawar. It is a model agricultural and 
Iruit harm with extensive fields and orchards, and a modern 
laboratory. 

Agricultural College and Institute, Lyallpur:- The Agri¬ 
cultural College, Lyallpur, is the pioneer institution for giving post¬ 
graduate training in horticulture. 

The Fruit and Vegetable Section of the Agricultural College 
and Research Institute of Lyallpur is doing useful work. It con¬ 
ducts research on fruit culture, research on fruit and vegetable 
preservation and cold storage, teaching, nursery production, dis¬ 
trict and advisory work, and the functioning of the Co-operative 
Fruit Development Board. 

There are elaborately equipped laboratories and a pilot manu¬ 
facturing plant for conducting research on the preparation of jam. 
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jellies, marmalades, fruit squashes, juices, and dehydrated pro* 
dilcts on a semi-commercial scale. 

In addition, there are in all 26 agricultural development 
schemes (excluding those of Baluchistan) which are to be com- 
’ pJetely financed by the Centre. These schemes cover the follow¬ 
ing subjects: , 

(1) Agricultural research and development; 

(2) Plant protection ; 

(3) Co-operation and marketing; 

(4) Fisheries ; 

(5) Forests; 

(6) Animal Husbandry. 

* Most of the schemes are expected to be completed during the 
five-year period 1948-53. The total cost of the 26 schemes on 
completion is estimated to be approximately Rs. 2*71 crores, 
wheteas the immediate two-year cost is expected to be about 
Rs. T56 crores. Out of this over Rs. 22 lakhs is to be spent on 
research and training schemes. These include schemes for the 
establishment of the Institute of Developmental Research on herbs, 
drugs, etc., Central Institute of Agricultural Research, Agricul¬ 
tural Engineering and Traction, Technological Institute, Soil Con¬ 
servation Research Institute, Forest Research Institute, Forest Pro¬ 
ducts Laboratory, Animal Husbandry Research Institute, Fisheries 
Department and Laboratory, and sending scholars abroad for 
training in fisheries. Almost all of these are expected to be com¬ 
pleted in the immediate two-year period. The schemes further 
include horticultural development, setting up of a fish market at 
West Wharf (Karachi) and running of ^fishing trawlers, a quail- 

1 native cattle census, breeding of cattle and poultry, establishment 
of woolwashing, shearing and grading centres, eradication of rinder- 

* pc&% t etc. 

Resides the above schemes the Centre will also be responsible 
for the financing of Baluchistan’s agricultural development 
, schemes. Ihe Baluchistan agricultural development plan covers 

A about seven schemes. 


$ 



CHAPTER XVIII 

THE NATIONAL DIVIDEND OF INDIA 

The national dividend of a country means its aggregate annual 
income. As this is the total fund, from which incomes of all in a 
country are derived, the assessment of the national dividend of 
India is important to determine the standard of living of our 
people. Various estimates of our National Dividend were made 
from time to time and none of them can claim to be accurate 
owing to paucity of data and statistical information. 

Daclabhai Naoroji estimated per capita income in British 
India during 1867-70 at Rs, 20 per annum. He included the value 
of agricultural produce after deducting 6 per cent, for seed, the 
^alue of salt, opium, coal, manufactured goods, fish, milk, etc. 
He also deducted all profits on commerce and a definite sum on 
miscellaneous accounts. The valuation of the different items was 
made by guess-work and the representative method, that is, one 
or two kinds of major produce, was taken to represent all pro¬ 
ducts, He did not employ any accurate statistical method. He 
excluded the value of services, which he thought were paid out 
of the materials produced. As Rs. 34 was the subsistence level, he 
concluded that India 3i\ed on her capital. 

Lord Crommer and Sir David Barbour estimated the average 
per capita income at Rs. 27 in 1882. Digby regarded land revenue 
as representing varying percentages of the total income. Both 
Barbour and Digby included agricultural and non-agricultural in¬ 
comes. Digby calculated per capita income at Rs. 18-8-U in 1903, 
while it was Rs. 12-6 in 1899-1900. 

Lord Curzon on the basis of facts collected for the Famine 
Commission of 1898 estimated that the per capita income rose 
from Rs. 27 in 1880 to Rs. 30 in 1900 by assuming that both agri¬ 
cultural and non-agricultural incomes increased equally. 

Wadia and Joshi calculated the national income of India and 
placed per capita income at Rs. 44-4-6 during 1913-14, They in- 
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the values of agricultural products after deducting 20 per 
Wit on account of seed, manures, implements, etc. and mineral out¬ 
puts after deducting 20 per cent for depreciation, and hides, skins, 
wool, silk, fisheries, livestock, etc. They also deducted from the 
gross total, home charges, interest payments and profits cm foreign 
capital and remittances abroad on private account. 

Shah and Khambatra estimated the per capita income at 
Rs. 67 in 1921 on the same basis, followed by Waeiia and Joshi, 
except that they allowed for changes in prices during die pre¬ 
war and post-war periods. 

Findlay Shirras argued that non-agricultural incomes rose 
foster than agricultural ones and assigned 40 per cent to non-agri- 
cultural incomes, compared with 10 per cent by Shah and 
Khambatra and 30 per cent by Wadia and Joshi. He included the 
value of services in his estimate and elid not deduct anything for 
seeds, ere. in calculating agricultural incomes. Re found per 
capita income ai Rs. 107 in 1921 and Rs. 116 in 1922. 

Sir Visvesvaraya calculated per capita income at Rs. 82 in a 
normal year and RvS. 55 during a bad year. 

Dr. V. K. R. V. Rao calculated die per capita income in 
British India at Rs. 114 in 1942-43 and Rs. 65 in 1931-32. The 
increase was due to rises of 11 per cent in agricultural production, 
90 per cent in manufactured products, 50 per cent in unorganised 
industries and 20 per cent in miscellaneous items including 
services. Since prices rose by over 100 per cent, there was really 
no increase in net national income. 

It may be mentioned here that the Bombay Plan for 
economic development of India aimed at doubling the per capita 
income in India within a period of fifteen years, by raising indus¬ 
trial income by 100 per cent, agricultural income 130 per cent 
and service income 200 per cent. It also proposed to obtain a 
more equitable distribution of the national dividend to increase 
general consuming powers of the masses for the purpose of 
sustaining a high level of production and employment within the 
country. 

The Eastern Economist, a reputed India’s weekly, produced 
the following interesting tables. 
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Total Income ... ... . • 19,343 I 20,583 23,360 33.734 ' 42,332 42,709 I 42,382 44,872 ’ 39,421 




Per Capita Income of Provinces—India and Pakistan 

TABLE II 



Food consumption per head (in lbs) 388 1 366 348 

Cloth consumption per head (tn yds) 16 16 14 
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Although various estimates of India’s per capita income have 
been made, they vary widely due to differing methods of calcula¬ 
tion, tempered by bias and prejudices, lack of reliable data and 
paucity of statistical information. In spite of differing calcula¬ 
tions, all estimates point out unmistakably the appalling poverty 
of India. It is true that there are a few who are rich, and in 
order, therefore to level up prosperity in India, strenuous efforts 
should be made to increase overall production in the country. 

As the question of the national dividend is of supreme 
importance in determining the standard of living, the incidence 
of taxation and other economic matters, the Government of India 
has appointed a National Income Committee, which has been 
entrusted with the important task of estimating our National 
Dividend. The Government also proposes to appoint a Planning 
Commission at an early date to co-ordinate the economic plan¬ 
ning of India on sound lines. 

The Bowley-Robertson Report Enquiry :—Dr. Bowley and 
Mr. Robertson were invited by the Government for recommending 
a scheme for re organising the Statistical equipment of India. 
They suggested rhe establishment of a permanent economic staff 
consisting of 4 members for the organisation of the work of 
economic intelligence. This staff is to be attached to the economic 
committee of the Governor-GeneraFs Executive Council. The 
senior member is to act as secretary to the economic committee 
and he would prepare reports on important matters, organise the 
supply of current economic information and plan ahead funda¬ 
mental economic enquiries. Two of the members should be 
trained economists, while a third should be the Director of 
Statistics. Each member should be free to conduct his work. 
The entire staff should maintain a very close contact with high 
government officials. 

The functions of the Director of Statistics should be to 
conduct the population census every 10 years and the census of 
production every 5 years. He should co-ordinate central and pro¬ 
vincial statistics. He ought to be helped by the statistical branch 
of the existing Department of Commercial Intelligence and' 
Statistics, which should be transferred to his control. The 
function of the Director will be to establish uniformity of 
classification of statistics in all Government Departments, and to 
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furnish statistical information for general purposes. He will also 
l>e responsible for the publication of the statistical abstract. The 
Director should also supervise the work of the collection of 
statistics in the different provinces. Finally, they also recom¬ 
mended the appointment of a wholc-tirae statistician in each of 
the major provinces in India. It was argued that the existing 
materials for measuring the national income are inadequate. 
They therefore suggested rhe following items for inclusion or 
exclusion in any measurement of the national incOrme by the 
census of production method. The value of the net output of 
agriculture, mining, industry, etc. at the point of production (care 
being taken to avoid double counting), the value of the services 
of transport and mercantile agencies added to domestic goods 
and imports and excises on domestic goods and customs on 
imported goods should be taken into account. The value of 
exports (F.O.B.) including gold and silver should be excluded. 
The value of personal services of all sorts, the annual rental of 
dwelling houses (whether own or rented), the net increments in 
the holdings of balances and securities abroad (after deducting 
similar increments in the home country held by foreign residents), 
the value of agricultural produce at the point of production which 
is consumed directly by the producer or exchanged by barter 
should be included. As the requisite data are not likely to be 
available for a considerable period, they recommended the com¬ 
pilation of another estimate of India's national income by means 
•of a summation of individual incomes, both for confirming the 
results arrived at by the census of production method and for 
correcting certain discrepancies. 

The second method (i.c\, the census of incomes method) 
should include the value of all commodities, directly produced and 
consumed, and of all receipts in kind, at the point of production 
plus the annual rental value of houses occupied by the owners. 
The gross money incomes of all individuals, including interest on 
government loans and pensions of retired Government servants, 
the interest on war and other non-productive Government loans 
and the net pensions of ex-Govermnent servants and all interest 
payments on loans whether for consumption or production should 
be excluded. Undistributed profits of companies and the net 
profits of Government commercial undertakings and receipts from 
customs, excise, stamp and local rates should be taken into account. 
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They held that for estimating rural incomes the census of pro- , 
duction method is more appropriate, while for estimating urban 
incomes, die census of income method is more suitable. In both 
cases, detailed sample inquiries in selected areas might, at the 
first instance be mote useful than any attempt exhaustive 
surveys covering the whole field. An intermediate population 
census was also recommended, the ten-year period being too long. 
There might also be a census of production applied to power- 
tiring factories and mines to serve as an additional corrective, 
though the results might over-lap urban and rural surveys. There 
should also be a separate census for plantation areas. The Native 
States should be brought into the picture, provided d\ey are willing 
to co-operate. 



CHAPTER XIX 

INDIAN CURRENCY AND EXCHANGE 

History of Indian Currency Both gold and silver coins 
circulated in India since the reign of Akbar, but as there were 
different ruling power* over several areas, there were Varieties of 
coins throughout India and gold and silver coins bore no fixed 
values between them. In other words, there was confusion and 
chaos in currency matters. 

From 1801 to 1835 :—In order to evolve order out of the 
prevailing currency chaos, the East India Company started to 
issue both gold and silver coins with Company’s stamp and of a 
defined legal ratio, weight and fineness. As usual it was difficult 
to maintain the ratio owing to market fluctuations in the relative 
values of the metals. Steps were in consequence gradually taken 
to circulate a standaid coin of one metal only and preference 
was made in favour ol silver. In 1818, the silver rupee of 180 
grains, ll/12lhs fine, was substituted for gold pagodas in the 
Madras Presidency, although the gold coin was not demonetised 
and was made convertible in the ratio of 15 to 1. The Bombay 
rupee wa^ also made identical with that of Madras in 1823 and 
in 1835 the East India Company issued a silver rupee of uniform 
weight ?nd fineness as the sole legal standard coin throughout its 
territories. The value of the bullion contents in the rupee was 
made equivalent to the legal value and this Currency Act persisted 
until 1893. The genesis of the existing rupee was firmly laid from 
this lime. 

From 1835 to 1874 :—The Currency Act of 1835 conti¬ 
nued to authorise the minting of gold mohurs and the issue of 
five, ten and thirty-five rupee gold pieces at market value. In 
1841, these gold coins were accepted in payment of Government 
dues by a Proclamation. Gold was however found to be very much 
over-valued in 1849-50 under the prevailing ratio of 15 to I and 
consequently gold coins were demonetised by Lord Dalhousie’s 
Government. There was a great demand for silver after 1850 
and its value rose considerably. A large part of the existing silver 
currency was withdrawn from circulation for non-monetary uses. 
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There wjfl In consequence a great stringency of currency, which 
was partly met by private issuance of gold corns especially with 
stamps of the banks of Bombay* In order to meet the acute 
shortage of currency, the Chambers of Commerce urged the intro¬ 
duction of gold currency and the Government by a Proclamation 
made it legal to pay Government dues by sovereigns and half- 
sovereigns at the rate of Rs. 10 and Rs. 5, respectively. The 
Calcutta Chamber of Commerce reiterated its proposal of the 
introduction of a gold currency in 1866, and the Government 
appointed the Mansfield Commission to investigate the whole 
question. It recommended a gold standard with gold coins and 
titat the Indian currency should consist of gold, silver and paper. 
By a notification in 1868 rates of sovereigns and half-sovereigns 
were raised to Rs. 10*8 and Rs. 5*4, respectively. Sir Richard 
temple submitted a note to the Government in 1872, confirming 
the introduction of a gold standard with gold currency, but the 
Government did not accept these proposals. 

From 1874 to 1893 The price of silver continued to 
drop from 1874 and declined from 58<£ per ounce in 1875 to 27 d. 
in 1899. Contributory causes were the demonetisation of silver by 
Germany in 1873, by Sweden, Denmark and Norway in 1874 and by 
Latin Union and increased production of the white metal. Simul¬ 
taneously, the price of gold rose due to the United States and 
other countries having adopted the gold standard. India there¬ 
fore became a sink for siher and laige additions were made to 
rupee coins and this led to a rise in prices in India. 

The depreciation in the value of silver resulted in a drop in 
the exchange value of the rupee in terms of the sovereign. The 
value of a rupee dropped from 2.9. in 1871 to about Is. 2d. in 
1892. The Bengal Chamber of Commerce and the Calcutta Trade 
Association argued in favour of a gold standard for India in 1876 
and the Government of India also advocated the same in 1878 with 
the Secretary of State for India and also proposed to charge a 
seiniorage for silver rupees in order to restore the relative values 
of silver rupees and gold coins. During this period, the Government 
of India adhered to the principle of an international bimetallism, 
while other countries favoured a gold standard. 

From 1893 to 1900 t— The value of silver depreciated 
further during this period, following the repeal of \ the Sherman 
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Act, which required the United States Government f# buy 54 
million ounces of silver annually for coinage. In 1892 the Govern¬ 
ment of India again approached the Secretary of State to stop 
coinage of silver in India with a view to introducing finally a gold 
standard. The Herschell Committee was in consequence appointed 
in 1892 to investigate the currency and exchange problems of 
India. The continued fall in the value of silver with consequen¬ 
tial drops in the exchange value o£ the rupee embarrassed the 
Government of India financially. She had to remit to England 
home charges and rhis expenditure gradually mounted up owing 
to gradual decline in the exchange value of the rupee. This 
resulted in continued budget deficits, which had to be met by extra 
taxation. The Herschell Committee pointed out that although 
higher taxation incidence may be offset by rises in silver prices 
it! India, there was likely to be a shift of burdens from one class, 
io another. People who suffered due to a rise in prices were hit 
hard by extra taxation. Although employers benefited by a depre¬ 
ciating rupee, wage earners suffered as prices rose faster than 
wages, India's foreign trade being largely with gold standard 
countries suffered a set-back due to a cdntinuaily depreciating 
rupee in terms of gold. An element of speculation entered into 
exchange values. Under these conditions, it was natural that 
the Government of India favoured the introduction of a gold 
standard. The falling exchange impeded the flow of foreign* 
mainly, British capital into India, owing to uncertainty of interest 
and probable depreciation of the invested capital if it were re¬ 
transferred to England. British officials both in Government and 
private services suffered and complained about the loss, substained 
in remitting money to England. The Herschell Committee there¬ 
fore did not favour bimetallism, silver nor gold standard but 
recommended a limping srandard. Under this system there 
would be no free coinage of gold or silver, rupee would continue 
to remain an unlimited legal tender and gold would be used only 
partially for currency purposes with the object of establishing 
ultimately a full-fledged gold standard. These measures were 
intended essentially as relating to a transition period and were 
necessary before adopting a full gold standard. The Government 
accepted these recommendations and passed an Act in 1893, 
amending the Coinage Act of 1870 and the Indian Paper 
Currency Act of 1882. Although the Government under this 
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Act, retained freedom to coin silver, free coinage of silver was 
suspended! Provision was made to give rupees in exchange erf 
gold coin and bullion at the rate of I6d, to a rupee. Sovereigns 
and half-sovereigns were made legal for paying Government dues. 
Paper currency authorised to be issued in exchange of gold 
coin and bullion at the same rate. These measures aimed at 
arresting the fall in the exchange value of die rupee and improving 
the same if possible by encouraging the flow of foreign capital, 
popularising the use of gold coins and discouraging imports of 
silver. 

As these measures were transitional and rupee gained in value 
in exchange from 1893 onwards, various representations were made 
to introduce a gold standard. The Fowler Committee was 
accordingly appointed in 1898 to investigate the question. 

A scheme was submitted to the Fowler Committee by 
Mr. A. M. Lindsay, Deputy Secretary and Treasurer to the Bank 
of Bengal and although the Lindsay scheme was rejected by the 
Fowler Committee, it was adopted later. The scheme recom¬ 
mended the raising in London of a long-period loan of £10 millions 
to be Kept there as the Gold Standard Reserve. The arrangement 
of 1893 was intended to prevent the* rise of the rupee above Is. 4d. 
by making it obligatory on the Government to give rupees in 
exchange of gold or gold sovereigns. Lindsay's aim was to 
supplement this plan by making arrangements to give sterling in 
exchange of rupees so as to prevent the decline of the rupee below 
R 4d. It was therefore proposed that the Government of India 
should sell in India sterling drafts on London for not less than 
£1,000 at the rate of Is. 3|c/. per rupee, which were to be met 
from the reserve in London. In London, rupee drafts were to be 
sold to applicants for not less than Rs. 15,000 at the rate of \s. 
4.1/I6r/. per rupee, and these were to be met at Calcutta and 
Bombay. If an excess of rupees accumulated in India in con¬ 
sequence of selling drafts and the reserve in London was unduly 
depleted, the excess of rupees was to be sold as bullion and the 
proceeds credited to the reserve in London. If, however, the 
stock of rupees in India was inadequate, silver was to be brought 
our of the gold reserve in London and sent to India to be coined 
into rupees. The essence of this plan was that the rupee was to 
be the circulating medium in India, and gold was not to be the 
legal tender, 

22 



SSI 1 ’ INDIAN AND PAKISTANI ECONOMICS 

f 

/ "The Fowler Committee favoured a gold standard with gold 
^birrency and recommended that (1) Indian mints should be free to 
; the coinage of sovereigns and half-sovereigns and closed as usual 
the free mintage of silver, (2) the exchange rate should be 
"pegged at the fixed rate of Is. 4 d. to the rupee, being the prevailing 
tafce* (3) rupee should continue to be unlimited legal tender, (4) the 
Government should continue to give rupees freely in exchange of 
gold, but should not lend itself to give gold in exchange of rupees, 
(S) in order to secure the convertibility of rupees into gold, the 
Government should create a special gold fund created out of the 
profits of the coinage of silver and the Government should pay 
gold out of this reserve in exchange of rupees in spite of no legal 
obligation and (6) the Government should be prepared to make 
gold available for export in case of India’s adverse balance of 
trade and this gold should come from gold reserves and the fund 
proposed to be created and eventually from circulation, when 
sufficient gold would circulate following the introduction of a gold 
standard with gold currency. 

The Fowler Committee was of the opinion that a fixed 
exchange could be diet lively secured only by a gold standard. 
It recommended practically a limping standard under which both 
gold and silver could be unlimited legal tender at a fixed ratio, 
mints being open only to the free coinage of gold. The Govern¬ 
ment accepted these recommendations and the Act of 1899 made 
sovereigns and half-sovereigns legal tender throughout India. A 
Gold Standard Reserve was also formed in 1900 out of the profits 
■of the coinage of rupees on Government account. 

The closure of mints to the free coinage of silver resulted 
m a stringency in the money market as population and trade 
expanded. The Act II of 1898 was passed by which “the proceeds 
of Secretary of State’s sale of Council Bills could be set aside at 
the Bank of England in gold as part of the Indian Paper Currency 
Reserve. The Government of India could issue notes against the 
gold so set aside, and with them could meet pro tanto the Secretary 
of State’s draffs, without reducing their treasury balances/’ This 
drained rupee stocks of the Government, which tried to popularise 
the nse of gold coins in 1898-1900 by encouraging payments and 
receipts at Government offices in gold coins, which however showed 
a tendency to return to the Government. This was interpreted 
ms a weakness of the experimental gold currency . The Act II of 
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1898 was again renewed for two years in 1900 and it further 
authorised the Secretary of State to buy silver out of the gold 
from the Paper Currency Reserve in London and send the same 
to India for coinage. The Reserve in London thus served three 
purposes. It provided funds in London for the purchase of silver 
for coinage whenever necessary. It could be used to support die 
Indian exchange whenever India had an unfavourable balance of 
trade and it was impossible or disadvantageous to sell Council 
Bills. The Secretary of State would, in these circumstances, # use 
the gold in the Paper Currency Reserve to meet his expenses and 
an equivalent amount would be transferred to the Paper Currency 
Reserve in India. Finally, it provided the fund into which payments 
might be made by the Secretary of State whenever he sold Council 
Bills in excess of his requirements in order to prevent exchange 
from rising unduly high and inducing an undesirable shipment of 
gold to India. Against these payments notes would be issued in 
India. These provisions were made permanent in 1902. In 1905, 
£5 millions, which had accumulated in the Reserve in India, were 
shipped to London to be held in the Paper Currency Chest of 
earmarked gold at the Bank of England, and a stated part of the 
Currency Reserve was invested in sterling securities, A substantial 
part of the Paper Currency Reserve was maintained in gold from 
1906. It may be remembered here that the Government resumed 
the coinage of silver on a large scale from 1900 and the silver was 
brought out of gold reserve in London to be sent to India. 

The Government of India proposed in 1900 to create a Gold 
Reserve to be kept in India and this should consist chiefly of gold. 
They also proposed that the Paper Currency Resene should consist 
of rupees and securities and ought to be utilised only for encash¬ 
ment of curency notes. These proposals were rejected by the 
Secretary of State. He preferred to have the gold located i n 
London and invested in sterling securities. The Gold Reserve was 
therefore, instead of being utilised as a gold redemption fund and 
maintained for pegging the exchange value of the rupee, regarded 
as a secondary reserve and as a part of the total surplus Govern* * 
ment funds. The task of maintaining the parity of the rupee was 
discharged by the Paper Currency Reserve and selling Council 
Bills in London. In consequence the functions of die Paper 
Currency Reserve, the Gold Reserve and the balances of the 
Secretary of State became overlapping and confusedi 
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The profits from rupee coinage were remitted to London for 
investment and gold was withdrawn from the Paper Currency 
Reserve against fresh rupees coined in India. In order to meet 
the demand for rupees, in 1906, a special Rupee Reserve known 
as the Silver Branch of the Gold Standard Reserve was created to 
prevent the exchange from rising above Is, 4 d. by offering unlimited 
rupees in exchange of sovereigns at this rate. The Notification of 
1893 authorising the issue of rupees against gold as distinct from 
British gold com was withdrawn. In 1901 the Secretary of State 
announced his intention of offering Council Bills for sale without 
limit at the price of Is. 4-1 f8d. If the cash balances in India were 
inadequate for this purpose, the demand was to be met by with¬ 
drawing rupees from the Paper Currency Reserve in India, an 
equivalent amount of gold being credited to the Paper Currency 
Chest in London. The price of Is. 4-\/Sd. not being found prohi¬ 
bitive at the time ol the export of sovereigns to India, it was 
decided to offer Telegraphic Transfers against sovereigns in transit 
from Egypt and Australia to India, the rate for the Transfers being 
between Is. 4 d. and Is. 1/32 d. so as to make it worth while to 
divert such sovereigns from India to London. 

The Mackay Committee on Indian Railway Finance recom¬ 
mended in 1906 that one million sovereigns out of profits from 
rupee coinage should be spent on Indian Railways and the 
Secretary of Stare decided to spend on railways half the profits of 
rupee coinage, until the Gold Standard Reserve reached £20 
millions, despite protest of the Government of India. This decision 
of the Secretary of State had to be reversed in 1909, following the 
exchange crisis of 1907-8. 

The Indian exchange became weak from 1907, following the 
failure of crops and prevailing famines, which diminished India's 
exports, but imports rose especially in silver. The stock of 
sovereigns showed a fast declining tendency. The Government 
undertook to give gold from the Paper Currency Reserve under 
certain conditions. The situation worsened and the Secretary of 
State advised the Government to offer Telegraphic Transfers or 
Reverse Councils on London at the rate of Is. 3.29/32 d. per rupee, 
and himself released gold from the Paper Currency Reserve in 
London against a transfer of rupees to it from the treasuries in 
India. He had also to float a sterling loan of £4| millions to 
maintain his finances, as no Council Bills could be sold. He met 
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the demand for the encashment of the Reverse Councils by selling 
the sterling securities in the Gold Standard Reserve in the market. 
These measures improved the exchange value to Is. Ad. and 
Indian exports started to revive. 

Gold Exchange Standard 2 —Thus we find that between 1898 
10 1915, the Government of India unconsciously introduced what 
is virtually a Gold Exchange Standard on the basis of the Lindsay 
Scheme. The practice of paying out rupees and notes in India 
against deposits of gold in the Paper Currency Reserve in London 
was already in vogue for some time, and in 1904 the Secretary 
of State had declared his willingness to keep the tap turned on 
indefinitely and sell the Councils Rills to an unlimited amount at 
a fixed rate. In 1907*8 the sale of Reverse Councils, providing for 
the conversion of rupees into sterling for international purposes, 
laid the foundations of a Gold Exchange Standard. The object 
of this system was to maintain the gold value of the rupee by selling 
sterling (Reverse Councils) when the rupee value weakened and 
by selling local curiency (Council Bills) if rupee showed signs of 
appreciation. It was claimed for the Gold Exchange Standard 
that it was cheaper than the gold standard, but possessed all 
advatages of the latter. 

The Chamberlain Commission A Commission under the 
chairmanship of Sir Austin Chamberlain was appointed in 1913 to 
examine the problems of Indian Currency and Exchange. It 
reported in 1914. The Commission recommended the establish¬ 
ment of the exchange value of the rupee on a stable basis. The 
authorities in India and England should realise that the main use 
of the Gold Standard Reserve was to maintain the value of the 
rupee and gold should be in consequence freely available for 
export whenever the exchange dropped below the specie point. The 
experience of the past fifteen years showed that gold currency was 
not essential for a gold standard, and it would not be advantageous 
for India to encourage gold in circulation. Gold currency in 
India was not popular and people in India rather preferred notes 
and rupees in circulation. Although a mint for gold coinage was 
not necessary for currency and exchange, a mint for the purpose 
could be established provided it minted only sovereigns and half- 
sovereigns. In the absence of such a mint, gold should be 
accepted at the Bombay mint in exchange of currency. The 
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Government should encourage the use of notes, but it must be 
prepared to give the people the currency which they want, be it 
gold, silver or notes. The internal currency should be fully 
supported for exchange purposes by adequate gold and sterling 
reserves. There should be no limit on the accumulations of the 
Gold Standard Reserve and the Paper Currency Reserve should 
be utilised to support the exchange as a last resort if the Gold 
Standard Reserve failed to do so. Profits of rupee coinage should 
be credited exclusively to the Reserve. A much larger proportion 
of the Reserve should be held in actual gold. By an exchange of 
assets between this Reserve and the Paper Currency Reserve, a 
total of about £10 millions m gold could be immediately secured. 
This total should be gradually raised, to £15 millions, and there¬ 
after the authorities should aim at keeping one-half of the total 
Reserve in actual gold. While it was unnecessary and wasteful to 
hold the entire Gold Reserve in gold, the loss from enforced 
realization of seemities in a time of crisis should be guarded 
against by maintaining a sufficient amount in liquid form. The 
Indian branch of the Gold Standard Reserve should be abolished 
as it had given rise to cuticism and was responsible for confusion 
and doubt as to the efficacy of the Reserve. The proper place for 
the location of the whole of the Gold Standard Reserve should 
be London. The Government should undertake to sell bills in 
India on London at the rare of Is. 3.29/32d. per rupee whenever 
called upon to do so. The Commission virtually recommended 
the perpetuation of the prevailing Gold Exchange Standard, which 
was unconsciously evolved. Before any action could be taken on 
the Commission’s recommendations, the war broke out. 

Reactions of the War of 1914-18 on Indian Currency and 
Exchange :—The effects of the war may be studied under two 
periods, namely August 1914 to Autumn 1915 and Autumn 1915 to 
the end of 1919. The outbreak of the war dislocated economic 
conditions by disrupting trade and destroying confidence. In 
consequence, the exchange weakened, heavy withdrawals were 
made from savings banks, notes were encashed and heavy demands 
were made on gold stocks. The Government tackled the situa¬ 
tion effectively and restored the exchange by selling large amount 
of Reverse Council Bills, Demands for withdrawals of savings 
banks accounts were also fully met. Notes were freely encashed. 
In ord&r to stop gold drain, notes were not exchangeable for gold 
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but were made so for silver only. Facilities were freely given 
for foreign remittances and these measures restored confidence 
and stable conditions revived by the autumn of 1915, 

The second period began from autumn 1915 and continued 
up to the end of 1919. After working smoothly for some time 
after 1915, the currency position again became complicated in 
1916, following phenomenal rises in silver prices and heavy demand 
for silver coins in India. The pattern of the foreign trade was 
reversed after 1915, when exports predominated over imports 
owing to war supplies and cutting down of imports. In addition, 
the Government incurred heavy recoverable expenditure in India 
on behalf of the Home Government for bringing military equip* 
rnent and financing occupied territories. Purchases on behalf of 
some Dominions and Colonies were also financed. There was in 
consequence a heavy demand for Indian currency and as the 
Government had to sell large Council Bills to finance India's 
exports, large coinage of silver rupees was undertaken and this 
embarrassed the Government considerably due to unprecedented 
increase in the price of silver, following ban on the export of 
precious metals imposed by several foreign countries. On top of 
all these factors, a large amount of rupee coins was melted as 
the bullion value of the rupee was higher than its money value. 
The continued drop in sterling exchange as compared with that 
of dollar further aggravated difficulties. As most of the silver had 
to be pui chased in America, the sterling value of silver continued 
to rise. The price of silver rose from 27 pence per ounce to 89rf, 
per ounce, although around 1917, the price was kept within limits 
by the Governments of United States, Canada and Great Britain 
by temporarily controlling exports of sillvcr and its price. 

Following large favourable balances of trade for India, 
Council Bills were sold heavily and this resulted in reduction of 
rupee reserves. In December 1916, the sale of Council Bills was 
restricted and in consequence the market rate of exchange varied 
from the official rate. In order to rectify this, the Government 
adopted certain control measures, pegging the exchange at Is. 4 \d« 
in January, 1917. The sale of Council Bills was limited to a few 
selected banks and firms, and they were required to do business 
with third parties at the prescribed rates, applying their resources 
mainly to certain selected articles of export of importance to the 
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Aiies. Further fluctuations in the exchange were thus prevented 
lop some time by the cooperation of banks, who were aided by 
these control measures. As these measures failed to stabilise the 
exchange, the Government incurred serious losses on coinage of 
rupees at 16 pence per rupee, while it cost Government about 
ZQ pence. The Government therefore adopted the practice of 
varying the rates of exchange from August, 1917 and the rate rose 
from Is. 4\d. in January, 1917 to 2s. 4 d. in December, 1919. The 
rate of selling Reverse Councils also rose from 2s. 6d. in January, 
1920 to 25. lid. in Match, 1920. 

The Government also adopted special measures to buy silver. 
In order to stop private competition, no private import was allowed 
from September, 1917. The Pittman Act authorised the United 
States Government to sell silver from reserve and the Government 
of India bought from the United States 200 million ounces of 
silver in 1918 at 101] cents per ounce fine. Currency legislation 
was passed in June, 1917, prohibiting the melting and export of 
gold and silver coins. Notes of the denomination of 1 and 
rupees were issued in December, 1917. In January, 1918, for the 
first time, nickel coins of the denomination of 2 annas, 4 annas 
and 8 almas were issued and made legal tender up ro one rupee. 
From June, 1917, the Government acquired gold imported on 
private account at a price based on the sterling exchange value 
of the rupee, irrespective of the premium on gold. Notes were 
issued against gold so acquired, and gold mohurs and sovereigns 
were coined and issued as currency to supplement the silver 
Currency. When the restrictions on the export of gold from 
America were removed in June, 1919 and the gold markets of 
South Africa and Australia became free, more gold was imported 
into the country and acquired by the Government, lb encourage 
its import, they raised the acquisition price so as to include die 
premium on gold as compared with sterling. Gold so obtained 
was sold to the public fortnightly from August, 1919 with the 
object of lowering the premium on it. The note issue was 
increased without die usual mcral backing and extra-legal facilities 
for conversion of notes were withdrawn. Limitations were placed 
on daily issue of rupees to single tenderers of notes. The Govern¬ 
ment floated rupee loans of Rs. 130 owes between 1917-19 and 
roped in a large amount of money by issuing short-term Treasury 
Bills of 3 to 12 months" maturity from October, 1917, The 
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Governmental expenditure was kept within limits and taxation 
was increased, 

The Babmgton Smith Committee s~Iu order to examine 
the Indian Currency and Exchange position, a Committee under 
chairmanship of Sir Henry Babington Smith was appointed in 
May, 1919 and the Committee mainly recommended that the rupee, 
unchanged in weight and fineness, should remain unlimited legal 
tender* It should have a fixed exchange value which should be 
expressed in terms of gold at the rate of one rupee for 11 30016 
grains of fine gold, Le., one-tenth of the gold contents of the 
sovereign. The sovereign previously valued by law at fifteen rupees 
should be made legal tender in India at the revised ratio of ten 
rupees to one sovereign. The import and export of gold should 
he freed from Government control as soon as the change in the 
statutory rate to Rs. 10 had been effected, and a gold mint at 
Bombay should he opened for the coinage into sovereigns of gold 
tendered by the public. The Notification of the Government 
undertaking to give rupees for sovereigns should be withdrawn. 
The ban on the piivate import and export of silver should be 
temoted and the import duty on silver should be repealed provided 
the fiscal pOsSition did not demand its retention. The Gold 
Standard Reserve should contain a considerable proportion of gold 
and the aim should be to hold the remainder of the Reserve in 
securities issued by Governments within the British Empire (other 
than the Government of India) maturing within twelve months* 

A portion of the gold held in the Reserve, not exceeding one-half, 
should be held in Indja. 

It also recommended to fix the rupee exchange at 2s. gold 
which was the prevailing rate, but remarked that 'If* contrary to 
expectation, a groat and rapid fall in world prices were to take 
place and if the cosus of production in India fail to adjust themselves ' 
with equal rapidity to the lower level of prices, then it might be 
necessary to consider the problem afresh”. 

The Government of India accepted the recommendations of 
the Committee and implemented them in practice. The Govern¬ 
ment declared that Council Drafts and Telegraphic Transfers 
would be offered for sale weekly by competitive tender with no 
fixed minimum rate, and that, in future, Reserve Drafts and 
Telegraphic Transfers would be offered in India, when occasion 
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m inquired, at a rate based on the sterling equivalent of the price 
of 1130016 grains of fine gold as measured by the prevailing 
sterling-dollar exchange, less a reduction representing the cost 
k of remitting gold. Despite the steps taken by the Government, 
they failed to check the rise in the price of gold. The Govern* 
ment announced in February, 1920, that, during the next six 
months, a minimum of 15 million tolas of fine gold would be 
sold but this original programme was extended by further sales 
in August and September. After selling a large quantity at an 
average rate of Rs. 22 per tota, the gold sales were stopped in 
October, 1920 and the price of gold, which had been controlled 
to some extent by the Government sales, showed rises again. By 
Ordinance No. Ill of 21 June, 1920, sovereigns and half-sovereigns 
ceased to be legal tender in payment or on account, but provision 
was made for their acceptance by die Government at the ratio 
of R$, 15 during a moratorium of 21 days, on the expiry of which 
the restrictions on imports of British gold coin were also 
withdrawn. The Currency Committee’s recommendation that the 
sovereign should be made legal tender in India at Rs. 10 instead 
of Rs. 15 was implemented in practice by the Indian Coinage 
(Amendment) Act, No. XXXVI of 1920. The Act restored the 
quality of legal tender of the sovereign and half-sovereign, which 
had been suspended by Ordinance No. Ill of 21st June, 1920. The 
rate fixed by the new Act was Rs. 10 to the sovereign and instruc¬ 
tions were accoidingly issued to treasuries and currency officer 
that stncieigns and half-sovereigns, if presented, should be 
received at the rate of Rs. 10 and Rs. 5 respectively, but that they 
should not be issued. As the market price of the sovereign con¬ 
tinued to be above Rs. 10, it never functioned as currency at the 
new rate. The ban on the import of silver (but not on export) 
was removed in Febiuary, 1920, and also the import duty of four 
annas per ounce which had been levied was abolished. Similarly, 
the war-time notifications which had been issued prohibiting the 
use of gold and silver coin otherwise than as currency, or dealing 
in them at a premium, were also cancelled. The decline in the 
price of silver and the return of silver coins from circulation, which 
began from May, 1920, paved the way for the abolition of the 
remaining war-time restrictions on the movements of precious 
metals. The restrictions on the import of gold bullion and foreign 
coin were also removed in June, 1920. A few days later restrxc* 
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dons on the use of silver for making payments on behalf of the 
Government were withdrawn, and treasury officers were advised 
that payments in future should he made in the form of currency 
desired by the payee. Steps were also adopted to renew the extra- 
legal facilities (for conversion of notes into rupees), which were 
temporarily withdrawn. , 

It may be observed here that the Government failed signally 
in maintaining the rupee value at the artificial rate of 2s. 
gold and there was often a difference of about 3 to 4 pence 
between die market and official rates of exchange. This involved 
the Government in a loss aggregating Rs. 35 crores and the attempt 
to regulate the exchange was abandoned by the third-quarter of 
1920* Apart from this huge loss on the sale of Reverse Councils, 
the failure of the Government to maintain the exchange meant 
also disaster for the business community. Business people relying 
on Government's ability to maintain the exchange left themselves 
uncovered in foreign exchanges and thereby incurred incredible 
financial losses. 

From 1921 to 1925 :—Afrer failing to stabilise the exchange, 
the Government was content to watch the situation and re¬ 
frained from taking any active steps, 

India’s unfavourable balance of trade continued in 192L 
There were continued drops in gold prices of commodities and 
England adopted measures to restore sterling to gold parity. 
These measures weakened further the rupee-sterling exchange and 
the exchange dropped to as low as Is. 3d. In order to check 
further decline in rupee values, a large contraction of currency 
was effected by the transfer of sterling securities held in London 
to the Secretary of State’s cash balance and by the discharge of 
Indian Treasury Bills held in the reserve. The sale of Conned 
Drafts was also discontinued. From 1922-23, there was a revival 
in India's export trade and the exchange improved slowly and 
steadily to Is. 3fed. gold by September, 1923. The Government 
were trying to take the rate to Is. 6d. sterling, which was reached 
in October, 1924. From now onwards, the Government took 
measures to prevent the fall in exchange by the practice of the 
purchase of sterling required for Government remittances and, 
when necessary, m excess of this requirement, and fresh currency 
was issued against these purchases, thus relieving to some extent 
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tlt£ monetary stringency occasioned by the Government policy 
of deflation. Hie exchange value of the rupee reached Is. 6d . 
gold in April, 1925, and remained there until 21st September, 
1931, Then in August, 1925, a Royal Commission on India n 
Currency and Exchange was appointed under the presidency of 
lx Commander (Sir) Hilton-Young. 

Recommendations of the Hilton-Young Commission :— 

The Commission submitred its report in August, 1926 and dealt 
With (a) the monetary standard, (b) the ratio of the stabilisation 
of the iupee and (t) the creation of a Reserve or Central Bank 
for India. 

Criticism of the Gold Exchange Standard The Commis¬ 
sion among others pointed out the following drawbacks of the 
gold exchange standard. The system was complex and the basis 
of the stabilisation oi the lupee was intricate. The currency 
consisted of two token coins, namely, silver rupees and rupee notes 
with sovereign, which was never in circulation. Thete was an 
obligation to convert freely rupee notes in silver rupees if die 
value of silver went above a certain level, when rupee coins ceased 
to be token coins. 

There was cumbrous and haphazard multiplication of reserves 
into Gold Standard Reserve, Paper Curicncy Reserve and Banking 
Reserve. The dual control of credit and currency was deprecated* 
The curnncy was controlled by the Government, while the 
•credit if at ail by the Imperial Bank of India. 

The various reserves were arbitardy utilised. Instead of 
keeping the Gold Standard Reserve mainly in a liquid form, it 
was largely invested in long term foreign securities (mainly 
sterling) and to a small extent in short-term ones. Most of the 
Gold Standard Reserve and a part of the Paper Currency Reserve 
were unnecessarily kept in London. 

Large funds used to be transferred from India to London 
by sale of Council Bilks and these funds exceeded often the normal 
demands of the Secretary of State. Council bills were often sold 
at rates below the specie import point even when there was no 
necessity for funds in London. These surplus funds were invested 
in London at very low rates of interest. This system also resulted 
virtually in transferring gold from India to London. 
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The gold exchange standard was essentially managed fay the 
Secretary of State and thereby Jacked jut confidence of the Indian 
people. In addition, the system was more often than not ill 
managed to the detriment of India's interests. 

The system failed, to achieve automatic expansion or con¬ 
traction of currency. A depletion of reserves did not necessarily 
mean a contraction of currency, which was manipulated by the 
Government whimsically. So, any purchase of sterling was not 
always followed by an expansion of currency. As the Govern¬ 
ment was incapable of assessing the real requirement® of the 
people, the system resulted in practice in bringing about inflation 
with a continued upward trend in prices. 

The system was criticised as being inelastic. « It failed to 
discourage the hoarding habit of the people, who failed to appre¬ 
ciate the economic value of a cheap currency system. The entire 
system was very expensive and developed in a haphazard manner 
and its demerits far outweighed the advantages. 

Although the system attained exchange stability to a certain 
degree except during the war period of 1914-18, it failed to secure 
internal price stability. On the contrary, it encouraged inflation 
and high prices in the country. 

The Commission expressed the view that neither tine gold 
exchange standard nor sterling exchange standard was suited to 
India. Both depended on the price of silver and if the rise in the 
price went beyond the melting point of the rupee, the latter would 
disappear from circulation. The mechanism of an exchange 
standard is complex and unintelligible to the public, who lack 
confidence in such a system. India required, the Commission 
added, some form of a gold standard. 

The Gold Bullion Standard s—The Commission recom¬ 
mended the adoption of a gold standard without gold currency/ 
Under the Commission’s scheme the obligation to be imposed 
by statute On die currency authority was to buy and sell gold 
without limit at rates determined with reference to a fixed gold 
parity of the rupee but in quantities of not less than 400 fine 
ounces, no limitation being imposed as to the purpose for which 
the gold was required, so as to ensure the stability of the gold 
value of the rupee and the stability of exchange within the gold 
points corresponding to the selected parity* Gold was thus to be 
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the real standard of value. The rupee was to be linked 
to gold and not to sterling or any other currency or group of 
^currencies. While the system was an absolute gold standard and 
mi an exchange standard, because rupees and notes were to be 
convertible into gold bars for any purpose, the compensatory 
mechanism of the exchanges was preserved, as gold bars are 
tot currency. The currency would be expanded when notes or 
topees were issued by the currency authority in exchange for gold 
bars, and contracted when it gave gold bars in exchange of notes 
.and rupees. The practice of giving gold bars and not coins 
in exchange of rupees, the demonetisation of sovereign and 
the issue of gold savings certificates as proposed by the Commis¬ 
sion would not allow hoards to disturb internal prices and money 
rates. The Commission also recommended that selling prices of 
gold should be fixed at such rates as would make possible the 
replenishment of the stock of gold without loss by importation 
from London. 

The Commission suggested the removal of the legal tender 
quality of die sovereign as long as the amount of gold in the 
reserves was not adequate for the introduction of a gold currency, 
and pending a definite decision being taken in favour of a gold 
currency. Otherwise, the gold from the reserves might pass into , 
circulation, preventing any contraction in the currency and 
counteracting the compensatory effect of die exchanges. 

The Commission recommended that the existing anomaly 
ill the Indian currency system due to the obligation of the Govern¬ 
ment to convert one form of note, namely the note printed on 
paper, into another form, namely the rupee, which is merely a 
note printed on silver, should be removed. The promise of con¬ 
verting the existing notes into rupees must be kept, but no obli¬ 
gation for conversion into silver rupees should attach to the new 
notes. It was, however, essential that facilities for the free 
exchange of notes for rupees should be provided, so long as the 
people desired to obtain metallic rupees, in order to inspire public 
confidence and emsure the popularity of the note issue 

The Commission also recommended the re-issue of the one- 
rupee note with full legal tender quality and like the other notes 
of the new status, they should not be legally convertible into 
silver rupees. Having withdrawn the existing legal right of 
convertibility of notes into rupees, it was necessary to impose a 
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statutory obligation on the currency authority to convert all 
notes, excepting the one-rupee note, on demand into legal tender 
money, that is, into notes of smaller denominations or silver 
rupees at the option of the currency authority, though reasonable 
demands of the public for metallic currency should be met in 
practice by the authority. 

Unification and Composition of Reserves :—The Commis¬ 
sion recommended that the paper currency and gold standard 
reserves should be combined into one currency reserve so as to 
ensure the efficiency of its working and make it simpler and 
more intelligible to the public. It was also proposed that the 
composition and proportion of the reserve should be laid down 
by statute so as to ensure automatic expansion and contraction 
oi currency and the compensatory effect of the exchange. The 
proportional reserve system should be adopted, and gold and 
gold securities should form not less than 40 per cent of the 
reserve. The currency authority should attempt to work up to 
a reserve ratio of 50 to 60 per cent. The gold holding should 
he increased to 20 per cent of the reserve as soon as possible, and 
25 per cent within ten years. At least one-half of the gold holding 
should be substantially reduced during a transitional period of 
ten years. The balance of die reserve should be .held in seif- 
liquidating trade bills and Government of India securities. The 
‘created securities' should be replaced by marketable securities 
within ten years. The sum of Rs. 50 crores might be regarded 
as the approximate liability regarding the contractibility of the 
rupee circulation. An amount equal to one-fifth of the face 
value of any increase or decrease in the number of silver rupees 
in issue should be added to or subtracted from this liability, and 
the balance of profit or loss should accrue to or be borne by the 
Government revenues. 

The Commission also recommended that the rupee securities 
of the Government of India held in the reserves should be 
restricted to an amount equal to so much of the circulation as 
was unlikely to be withdrawn, plus such further amount as could 
be easily realized without disturbing the Government's credit. 
These securities are less desirable as assets than trade bills, which* 
unlike the former, possess the quality of automatically expanding 
and contracting currency according to the needs of the country* 
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Moreover, a larger holding of the Government securities would 
reader their realization, in case of need, difficult. 

The Government published three bills in 1927, embodying 
the above recommendations, namely, (a) a Bill to establish a gold 
Standard currency for British India and constitute a Reserve Bank 
of India, (h) a Bill to amend the Imperial Bank Act, 1920, and 
(c) a Bill further to amend the Coinage Act of 1906 and the 
Paper Curency Act of 1923 for certain purposes, and to lay upon 
the Government certain obligations in regard to the purchase of 
gold and the sale of gold (later altered to sterling) exchange. 

Stabilisation of the Rupee;—The Commission recommended 
the stabilisation of the rupee. It proposed that the rupee should 
be stabilized in relation to gold at a rate corresponding to an 
exchange rate of Is. 6d. for the rupee, thus giving it the value of 
8.47 grains of gold. This rate was fixed, because the Commission 
felt that this rate was in adjustment with the then prevailing 
world prices and wages had also adjusted to that rate. 

Regarding the 1.9. 4 d. rate which was claimed bv some to be 
the natural rate, the Commission argued that the only rate 
which could he regarded as rational was the figure at which 
prices were in adjustment with the existing volume of currency 
and in equilibrium with external prices. Considered from this 
point of view Is. 6d. appeared to them to be clearly the ‘natural 11 
rate under the existing circumstances. 

The reversion to b. 4 d. was bound to produce a general rise 
of prkes to the extent of 12i per cent and would press severely 
on consumers in general and especially on the poorer paid mem¬ 
bers of the literate classes. It would also result in an arbitrary 
reduction of the real wages of labour lor which there was no 
justification in equity or in expediency. The finances of the 
Government, central and provincial, would be seriously upset by 
a reversion to h. 4 d. 

Sir Purshottamdas Thakurdas, in his Minute of Dissent 
strongly expressed himself in favour of \$. 4 d. and deprecated 
Is. 6d. mainly on the following grounds. No adjustment in wages* 
had taken place and none was likely without a struggle. Pending 
adjustment, the Is. 6d. ratio presented the foreign manufacturer 
with an effective, though indirect, bounty of 121 per cent, which 
would place a heavy strain on Indian industries. A change in the 



INDIAN CURRENCY AND EXCHANCE 


353 


ratio would mean an additional burden of 12J per cent on the 
large bulk of the debtor class who were chiefly agriculturist®. The 
debt being an old one of long standing, it was natural to assume 
that it was mostly contracted on a Is, 4 d, basis. The adverse 
effect on public finances of a reversion to Is. Ad. had been 
exaggerated. The adverse effects of Is. 4 cl on a small section, 
comprising about 21 per cent of the population (consisting of the 
poorly paid members of the literate classes) must be allowed less 
weight than the suffering which the higher ratio would entail on 
the remaining 79 per cent of the total population. Regarding 
labour, the existing rate of wages was sufficiently high to cover a 
possible rise in prices caused by the adoption of \s. Ad ♦ Besides 
there was the compensating advantage of a continuity of employ¬ 
ment following the lower ratio which would ensure greater pros¬ 
perity to industry and agriculture, while the higher ratio was 
certain to injure both. The ratio of Is. Ad. prevalent before the 
war of 1914'18 was disturbed as a result of the war in common 
with the ratios of other countries which had invariably tried to 
restore their pre-war ratios. Even if it were granted that the 
disturbance involved in either case was equal, the decision should 
still be in favour of Is. Ad. 

It may be observed that this ratio controversy was hanging 
fire for a few years and the Government, accepted and maintained 
the Is. 6d. ratio in the teeth of opposition, believing that economic 
adjustments were already made around Is. 6d. 

It was true that sufficient statistical data did not exist to 
justify either side, but one is inclined to think that prices and 
wages had been adjusted to Is. 6d. for some years prior to the 
fixation of the rate to this level. 

The entire situation was further complicated by the beginning 
of the Economic Depression from 1929 and England having gone 
off the gold standard in September, 1931. The Government in 
consequence had to adopt special financial measures to maintain 
the exchange at D. 6d. such as currency contraction, the issue of 
Treasury Bills to Exchange Banks and other purchasers so as to 
control credit in the interest of the firmness of exchange, raising 
the bank rate of the Imperial Bank of India, etc. The Govern* 
mem was also confronted with severe difficulties in securing the 
necessary sterling funds for remittance to London in the years 
1929-30 and 1930-1. The Government were not only unable to 
23 
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gritediase smriing, but they had actually to sell sterling to meet 
the demand, which arose. Later they had to sell fteverse Councils 
to support the rupee. 

The Currency Act of 1927 i —The above Act imposed a 
statutory obligation on the Government to maintain the U. 6d, rate* 
Under the Act, the Government would purchase gold in un¬ 
limited quantities at die Bombay Mint at Rs. 21-3-10 per tola of 
fine gold in bars containing not less than 40 tolas (15 oz.)< Holders 
■of legal tender currency (silver rupees and paper notes) were 
entitled to obtain on application to the Controller of the Currency, 
Calcutta, or die Deputy Controller of the Currency, Bombay, 
either gold at the Bombay Mint, or at the option of the Govern¬ 
ment, sterling for immediate delivery in London, provided they 
demanded and paid for an amount of gold or sterling of not less 
than i ,065 tolas (400 oz.) of fine gold at the rate of Rs. 21-3-10 per 
tola of fine gold. Sterling was to be sold at the same price after 
allowing for the normal cost of transport from Bombay to 
London. A rate of 15. 5.49/ 64d. was notified as the Government 
selling rate for sterling to meet these obligations. Sovereigns and 
half-sovereigns ceased to be legal tender in India, but the Govern¬ 
ment was to receive these coins at all currency offices and treasuries 
at bullion value reckoned at Rs. 21-3-10 per tola of fine gold, that 
is, Rs. 13-5-4 per full-weight sovereign. Since the Government had 
the option of elrher giving gold or sterling, the system thus 
established was in practice a Sterling Exchange Standard, although 
it was virtually a gold exchange standard as long as sterling 
remained at par with gold, that is up to 20th September, 1931. 
The system thus established was an improvement over the previous 
one in so far as it established a statutory gold parity for the 
rupee and imposed a statutory obligation on the Government to 
buy gold and sell gold or sterling at fixed rates. 

The system was subjected to severe strain when England 
went off the gold standard on 21st September, 1931 along with 
Other countries. On the same day, the Governor-General pro¬ 
mulgated an Ordinance suspending the operation of the obliga¬ 
tion to sell gold or sterling, but the Government reiterated its 
resolve to maintain the ratio at Is. 6d. sterling. On 24th Septem¬ 
ber the Governor-General promulgated another Ordinance, called 
tire Gold and Sterling Sales Regulation Ordinance, repealing the 
previous one and thus technically restoring the provisions of the 
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Currency Act of 1927 and intended in practice to exorcise an 
effective cornel over the sale of sterling. The Government thus 
introduced a controlled sterling exchange standard. Under the 
terms of the new Ordinance, sterling was to be sold to recognised 
banks, which were expected to realize their responsibilities in 
the matter. It was to be sold at the rate previously in force, 
t,e, ? Is. 5.49/64d. per rupee, for financing normal trade require¬ 
ments and contracts completed before 2ist, September, and for 
reasonable personal and domestic purposes. It was not to be 
sold for financing imports of bullion or speculative exchange 
transactions. These precautions were adopted in order to prevent 
undue strain on the Government’s gold and sterling resources and 
to prohibit the flight of capital from India. Such a control was 
to be exercised through the agency of the Imperial Bank, The 
rupee, being linked to sterling, was inevitably involved in the 
depreciation and fluctuations of the latter in relation to gold 
and to currencies still based on gold, e.g., the dollar and the 
franc. The rise m the value of gold in terms of sterling as 
reflected in the sterling-dollar cross-rate meant a corresponding 
rise in its value in terms of rupees. The price of gold in the 
bullion market, which was Rs. 2M3-3 per tola towards the end 
of August, 1931, rose to as high as Rs. 29-2-0 in December, 1931. 
The stimulus of high prices and the economic distress of rural 
areas obliged people to sell their gold. About Rs. 50 crores worth 
of gold was thus exported from India between the end of 
September, 1931 and the end of February, 1932. The export of 
gold however reacted favourably on India’s balance of trade. 
The supply of sterling created against the gold exports came to 
be in excess of the demand for it, and rendered restrictions on 
the sale of sterling by the Government superfluous. This enabled 
the Government to repeal the Gold and Sterling Sales Regulation 
Ordinance on 31st January, 1932. The Currency Act of 1927 was 
again restored, but the Government adhered to its intention of 
maintaining the ratio at Is, 6d. sterling and so India virtually got 
the sterling Exchange standard, which was criticised for encourag¬ 
ing export of gold from India and linking rupee to sterling at 
Is, 6d. The Government claimed that instead of allowing tfce 
rupee to drift and cause exchange fluctuations, it was better 
to stabilise it with sterling at Is. 6d. As the Government had large 
sterling obligations to meet, it would be impossible to find funds 
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for the purpose unless the rupee was linked to sterling. Indian 
Budgeting would be reduced to a gamble in exchange in the 
absence of a stable sterling rupee. A stable exchange was desir- 
. able for a debtor country like India and it was likely to help her 
foreign trade, because a large part of her trade was with sterling 
countries. As the rupee depreciated in terms of gold, her export 
trade was likely to expand with gold standard countries. Critics 
pointed out that by Jinking rupee to sterling Indians fortune was 
tied to the chariot wheel of England. India was not left alone 
to decide her currency and exchange in accordance with her 
internal price level and trade requirements. Advantages to 
export to gold standard countries like the U.S.A. were partly 
counterbalanced by disadvantages to import from such countries. 
The linking of the rupee to sterling constituted a hidden form of 
Imperial Preference granted to England. It was apprehended 
that the Government's attempt to stabilize the rupee even at the 
lower gold value of Is. 6 d, might involve the dissipation of the 
remaining gold reserves of the country. It was also argued that 
though the rupee depreciated in terms of gold, it continued to 
be overvalued in sterling at Is. 6d while the yen and other 
currencies remained devalued in sterling. India was thus clearly 
placed at a disadvantage. 

Gold Exports from India :—After England abandoned the 
gold vStandard in September, 1931, there was a large export of 
gold from India to the tune of Rs. 351*40 crores by the end of 
January, 1940. This was claimed to be distress gold, because 
people were living on capital. This drainage weakened India's 
position. The Government claimed on the other hand that the 
gold which was sold was not currency gold but commercial gold 
and people sold it as they were reaping large profits. When the 
price again drops, this gold would return to the country. India's 
gold hoards estimated at about £750 million will not be in jeopardy 
by this export. In addition exports of gold helped trade and 
encouraged productive enterprises. It reacted favourably on the 
balance of trade and converted “inert metal into live currency". 
It produced a welcome effect on the Government's financial posi¬ 
tion Regarding sterling remittances to the Secretary of State and 
the fortifying of the sterling reserves. It appeared to keep the 
rupee-sterling exchange stable at Is, 6d, and improved the position 
of India & credit in the city of London and the world. The exports 
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of gold brought about an increase in the note circulation, holdings 
of postal cash certificates, postal savings deposits and bank deposits 
and largely created cheap money conditions, which assisted 
business recovery in the country. 

Exchange Obligations of the Reserve Bank of India s— 

Under the Reserve Bank of India Act 1934, the Reserve Bank is 
required to maintain the existing ratio (15* 6d. sterling) between 
fixed upper and lower points as though the rupee was on a gold 
basis. The Bank is required to sell sterling to any person who 
makes a demand in that behalf at its office in Bombay, Calcutta, 
Delhi or Madras and pays the purchase price in legal tender 
currency, for immediate delivery in London, at a rate not below 
Is. 5.49/64d. for a rupee. This provision is aimed at preventing 
the rupee from falling below Is. 5.49/64d v which corresponds to 
the lower point of the rupee (*>., Is. 6d. minus the cost of taking 
down in London this amount of sterling). It is also obligatory on 
the Bank to buy sterling from any person who makes a demand 
tn that behalf at its office in Bombay, Calcutta, Delhi or Madras 
for immediate delivery in London, at a rate not higher than 
Is. 6.3/1 6d. for a rupee, which corresponds to the upper point of 
the rupee (viz., Is. 6 d. plus die cost of importing this amount of 
sterling from London to Bombay). It has also been provided that 
no person shall be entitled to buy or sell an amount of sterling 
less than ten thousand pounds. Thus the above Act legalised the 
existing ratio and continued the Sterling Exchange Standard. The 
Reserve Bank was made the sole currency authority in charge of 
the Currency Reserve which abolished the separate Currency 
Reserves. 

The ratio of Is. 6d. was more or less effectively maintained 
up to the beginning of the World War II, which brought forth 
entirely new circumstances. 

Effects of the World War II on Indian Currency and 
Exchange from September, 1939 :~-The immediate reaction of 
the war was favourable. India’s production, trade and prices 
showed an upward trend and there was prosperity for the agricul¬ 
turists. Although in the beginning there was some demand for 
encashing notes, the Indian Currency and Exchange withstood 
the strain of the war rather well. The rupee exchange tightened 
and the Reserve Bank found no difficulty in bringing sterling for 



INDIAN AND PAKISTANI ECONOMICS 


'joying charges to England and strengthening external assets of 
fljbft currency reserves. This trend was in contrast with that of 
World War I, when the exchanged weakened and the rupee ratio 
Was supported by Government's sale of sterling* Although the 
► rupee remained firm in relation to sterling, its exchange value in 
relation to dollar and other foreign countries showed a weakening 
tendency, following weakness of the sterling. 

The Reserve Rank of India met demands of the people by 
giving rupee coins in exchange of notes and the rupee stock of the 
Rank dropped to Rs. 35* J crores by 21st June, 1942 and this was 
below the statutory limit of Rs. 54 crores. An Ordinance was 
in consequence passed on 25th June, 1940, making it illegal to 
possess rupee coins in excess of one's requirements. On 24th July, 
1940, onc-rupee notes were issued and die silver content of J rupee 
coins was reduced. Two-rupee notes were issued in February, 
1944, and steps were taken to withdraw old rupees and \ rupees 
from circulation. 

A famine started in small coins in 1942. During the first 
two years of the World War II, small coins were absorbed, exceed¬ 
ing Rs. 8 crores, compared with Rs. 5 crores during four years 
of World War I. A Notification was issued in 1942, making it 
illegal to possess small coins in excess of one's personal require¬ 
ments. Dealings in small coins exccpr at their face value were 
banned by Defence of India Rules. Government also minted new 
series of small coins feverishly and weights of these were also 
changed A new ] anna nickel brass coin was issued in January, 
1943 and a new piece of 30 grains in stead of 75 grains was issued 
in February, 1943, The standard weights of 4 anna, 2 anna, 1 
anna and \ anna pieces were fixed at 90, 60, 45 and 30 grains, 
respectively, from 23td January, 1943. 

Indian curiency expanded enormously during and after the 
World War II and this currency expansion was covered by 
increasing mainly sterling securities and to some extent rupee 
securities. The Reserve Rank Act of 1934 requires that not less 
than 2/5ths of the assets of the Rank should consist of gold coin, 
gold bullion or sterling securities, provided that the total value 
of gold stock should never be below Rs, 40 crores. The Act also 
lays down that rupee securities should be restricted to $th of 
total assets or Rs. 50 crores, whichever, is higher and could be 
increased by Rs, 10 crores in emergencies subject to the consent 
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of the Governor-General In 1941, legal provision was made to 
keep rupee securities up to 3/5th$ of the total assets. 

It may be observed that the Government passed in January, 
1946, a Demonetisation. Ordinance, demonetising notes of Rs. 500, 
Rs. 1,000 and Rs. 10,000 and the public were asked to exchange 
these notes with notes of smaller demoninations. The object of 
this Ordinance was to strike at black*marketing which was largely 
conducted through the medium of such notes, rope in a large 
amount of money from tax dodgers and from those Who piled 
up fortunes by taking illegal gratifications. The immediate re¬ 
action of the Ordinance was a panic among the people, who lacked 
confidence in the note issue. In practice, the deflationary effects 
of the Ordinance remained of rather dubious value and the 
Government hardly succeeded in detecting tax evasions. It is true 
chat it kept black-marketing within limits. 

Consequently, the composition of the Paper Currency Reserve 
was fundamentally changed. In September, 1939, the Paper Cur¬ 
ie ncy Reserve was composed of 35 per cent in silver coin, 20 per 
cent in gold, 28 per cent in sterling security and 17 per cent in 
rupee security. It consists at present of 3 3 per cent in gold coin 
and bullion held in India, 58 7 per cent in foreign securities, 3‘9 
per cent in rupee coin and 34*2 per cent in Government of India 
Rupee securities. 

Purchase of Sterling by Public Tender s—Originally, the 
Secretary of State was responsible for transferring funds from India 
to London. He used to do so by selling Council Rills and Tele¬ 
graphic Transfers in London and payable in rupees in India. In 
3923-24* although the rate of weekly sale of Council Rills was 
retained, the system of selling Intermediaries at higher rates was 
stopped. In stead, the Government of India began to buy sterling 
from the Exchange Banks anti other private financial agencies 
through die Imperial Bank of India and this was encouraged in 
1924*25, when the sale of Council bills was limited to actual 
demands for them. There was no sale of Council Rills in 1925-26. 
The Hilton Young Commission recommended the purchase of 
sterling by competitive public tender and the publication o£ weekly. 
returns of such purchases. These recommendations have been 
implemented in practice from 1927. Tenders are invited on one 
day in the week, usually Wednesday, simultaneously in Calcutta* 
Bombay and Madras and the amount allotted to each rate is 
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published oil the following day* IntermediarievS are also sold at 
these centres on other days of the week at XjZld. higher than the 
* rate at which tenders were accepted the preceding day. Since 
April 1/1935, the Reserve Bank has been the sole authority for 
the purchase of sterling. This system is an improvement on the 
Council Bill method in so far as it enables the Indian authorities 
to buy sterling at favourable terms, especially, during periods 
when there is a big demand for rupees. This enables the autho¬ 
rities to prevent the exchange going above the fixed rate. This 
system facilitates financing of India's foreign trade by enabling 
, Exchange Banks to get rupees in India in exchange of their 
sterling balances in England and they can again replenish such 
balances by discounting Indian export bills on maturity. The 
system however is open to the objection that since India's debtors 
are mostly concentrated in London, India docs not get the change 
of buying sterling at the place, where it is likely to be available 
directly. Tire following table illustrates the amount of sterling 
bought by the Reserve Bank from time to time. 

Sterling Transactions of the Reserve Bank of India 
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j Purchases 
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Sales Ni/i -- 

Sales (-) 


£ 

thousands 
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1946- 47 

1947- 48 

1948- 49 
January 1948 
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July 

August „ 
September „ 
October „ 
November „ 
December „ 
January 1949 
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4,503 

135,002 ! 

18,000 

30,030 

4,004 

20,375 

2,717 

23,970 

3,196 

7,452 
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5 , 1 75 
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4,345 

579 

2,225 

297 

2,650 

353 

4,430 
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1,375 

183 

2,250 

300 

3,100 

413 

1,075 

143 

550 

73 

1,305 

174 

1,550 i 
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£ 

thousands 
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£ 

thousands 

Rs. lakhs 

99,305 

13,253 

-65,536 


8,751 

58,254 

7,774 

4 76,748 

+ 10,226 

82,688 

11,035 

— 52,658 

— 

7,031 

480 

64 

+ 19,895 

4 

2,653 
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63 

„ 4 23,495 

4- 

3,133 

175 

23 

•f 7,277 

4* 
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64 

4- 4,695 

4* 

626 

795 
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4- 3,550 

4* 

473 

8,245 

M00 

- 6,020 


804 

12,242 

1,634 

- 9,592 

— 

1,280 

10,175 

1,358 

- 5,745 

— 

767 

7,530 ; 

1,005 

- 6,155 


822 

4,605 

615 

- 2,355 


315 

7,855 

1,048 

- 4,755 . 


635 

7,022 

937 

- 5,947 

— 

794 

9,599 

1,281 

- 9,049 

— 

1,208 

| 9,540 

! 1,273 

- 8,235 

■ 

1,099 

4,600 

614 

~ 3,000 

— 

407 
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Exchange Controls During and After World War II 

•Since exchange controls are associated with foreign trade, these ' 
controls imply regulation of both import and export trades. The 
Exchange Control in India is administered by the Reserve Bank 
of India through its Exchange Control Department, while import 
and export trades are regulated by the Ministry of Commerce in 
consultation with the Export and Import Advisory Councils. 

The basic principle of exchange .controls is to preserve foreign 
exchanges and utilise the same to the optimum benefit of the 
country. Import licensing was first introduced in May, 1940, when 
the Government initiated the practice of issuing licenses for 
importing goods of particular countries and the Reserve Bank 
accordingly prohibited rite remittance to any country in payment 
of imports, unless the importer possessed an import license. 
Gradually the scope of the import control was widened with a 
view to conserve foreign exchange and economise in shipping 
space. Restrictions were also placed on foreign remittances and 
on travelling outside India without a permit from the Reserve 
Batik of India. These import controls and restrictions on foreign 
remittances are still continuing. 

Export controls weie also introduced in order to prevent the 
supplies of goods to enemy countries and to conserve the supplies 
of certain categories of goods for the allies and for India. In 
Mai eh, 1940 a scheme was introduced by the British Government 
known as the Empire Scheme by which the foreign exchange 
proceeds of exports to some hard currency areas were controlled. 
Exports to hard currency countries v>ere allowed provided a certi¬ 
ficate was furnished by an audiorised dealer in foreign exchange 
in India that the proceeds of exports have been disposed of in 
accordance with the approval of the Reserve Bank. Export 
controls continue to operate. 

Exchange controls with the concomitants of import and 
export trade regulations have been persisting even to-day. Al¬ 
though India has joined the International Monetary Fund, which 
aims at the cessation of all exchange controls, India has been 
allowed to retain them during the transition period, until equili¬ 
brium is reached in her balance of payments and stable conditions 
return. 

India has exchange controls with all countries in the world 
excepting Pakistan* This has been rendered possible by the fact 
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simultaneously with the separation of their currencies on 
>My 1, 1948, India and Pakistan came to a monetary and payments 
^reement. The main terms of this agreement, which is in the 
, ; first instance valid for a period of one year, are that each party 
\ Will hold the currency of the other up to a limit of Rs. IS crores, 
that thereafter up to a further limit of Rs. 10 crates accounts 
will be settled in free sterling and die balance in sterling in 
Account No. IT. The reason for entering into an agreement of 
this kind was that the Governments of both Dominions were 
anxious to ensure that the obstacle to inter-Dominion trade, which 
the imposition of exchange control would necessarily entail, should, 
if possible, be avoided. This agreement has worked satisfactorily 
and that currency considerations have not stood in the way of 
Inter-Dorainion commerce. 

The Working of Foreign Exchange Control in India :— 

In order to understand the mechanism of the Exchange Control 
Organisation as it, at present, operates in India, it is essential 
to have a clear conception of the Control now existing in the 
United Kingdom as well as in the other Dominions and colonies 
popularly known as the “Sterling Area” but now technically 
designated as the “Scheduled Territories,” because die Indian 
Control is largely modelled on U. K. Control and its main objects 
and fundamental principles are similar to those of the other 
Sterling Area countries. Prior to the passing %f the Foreign 
Exchange Regulation Act, 1947 (Act No, VII of 1947) by the 
Indian Parliament, exchange control operations were regulated by 
the financial provisions of the Defence of India Rules as continued 
by the Defence of India Act, 1939. Dealings and transactions in 
foreign currency in India are governed by the Foreign Exchange 
Regulation Act, 1947 and various other Notifications issued by the 
Government of India in this behalf. Important provisions of the 
Act in relation to Exchange Control are: — 

(A) Prohibiting the export of money or gold from India 
except with the permission of the Reserve Bank of 
India. 

(j3) Prohibiting (a) any person from acquiring foreign 
exchange or transferring any rupees, gold coin, or 
bullion or securities with a view to the acquisition of 
foreign exrhange except from persons authorised by 
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the Resent Bank of India to deal in foreign exchange 
and (it) any person from buying or borrowing from or 
selling or lending to any person not authorised by 
the Reserve Bank of India, any foreign exchange other 
than Gold Sovereigns. > 

(C) Empowering the Government of India to: 

(a) call for returns of holdings of foreign exchange; and 

(b) require any person who owns any foreign exchange ta 

offer it for sale to the Reserve Bank of India at such 
price as the Government may fix. 

In addition, numerous other restrictions have been placed 
on dealings in foreign exchange with a view to tighten up control 
of a!! kinds of foreign exchange operations. Like its U. K. counter¬ 
part, the Indian Control has also placed different kinds of 
restrictions on different groups of countries and for this purpose 
a list of the “Scheduled Territories'* has also been published by 
the Government of India. 

In exercise of the powers conferred by the Foreign Exchange 
Regulation Act, the Reserve Bank of India has licensed certain 
hanks to deal in foreign exchange. Banks so licensed are known 
as Authorised Dealers in Foreign Exchange. Some banks have 
been licensed to deal in all currencies whereas others have been 
licensed to deal in specified currencies only. All foreign exchange 
transactions should be conducted through the medium of banks 
authorised to deal in foreign exchange. The various regulations 
framed by the Reserve Bank of India from time to time 
governing transactions in foreign exchange are advised to these 
Authorised Dealers and it is the duty of the Authorised Dealers 
to see that all their transactions are conducted according to 
instructions issued by the Reserve Bank. All transactions 1 " in 
foreign exchange conducted by the Authorised Dealers must take 
place on the basis of rates to be fixed by the Control Authorities. 
In practice, these rates are actually fixed by the local Exchange 
Banks Association in consultation with the Reserve Bank and 
the rates are mainly based on the London Control rates combined 
with the Rupee/Sterling exchange rate. Sales of foreign currencies 
by Authorised Dealers to the general public can only be made 
for certain approved purposes and in cases where prior approval 
of the Control is necessary sales should be made after such 
approval is obtained. Purchase of foreign currencies by the 
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Authorised Dealers from the general public should also be made 
according to regulations and in case where prior approval is 
'' necessary, purdiases should not be made before such approval is 
giveh. Purchase of Rupees in London against Sterling by non¬ 
residents is allowed, but the Sterling must be provided by a 
transfer from the non-resident Sterling Account of the purchaser 
or by a sale of his foreign currency to the London Control if 
Auch method of payment is permissible under the United Kingdom 
regulations. Sale of foreign currencies to Authorised Dealers by 
their bank branches and correspondents to enable them to lay 
down rupee funds is permitted provided the currency sold is that 
of a country of the same monetary area in which the bank branch 
or correspondent is situated. Sale of foreign currencies against 
rupees by Authorised Dealers to their Overseas bank branches or 
correspondents can only be made subject to the prior approval 
of the Reserve Bank. Authorised Dealers are not allowed to sell 
one foreign currency against another or against Sterling in a 
centre outside the Sterling area. In the event of Authorised 
Dealers being unable to cover their requirements of foreign 
currencies by purchases from other Authorised Dealers, they are 
permitted to effect purchase from the London Control with the 
prior permission of the Reserve Bank. Similarly, Authorised 
Dealers are required to sell any surplus holding of foreign 
currencies to the London Control through the medium of their 
London Agents. 

Import of goods from countries outside India is subject to 
restrictions. Certain goods are placed on the Open General 
Licence and for importing these goods, no licence will be necessary. 
In other cases, licence for importing goods should first be obtained 
by the importers from the Import Trade Control Authorities. 
All import licences are issued in duplicate, one copy marked 
“Customs Purposes” and the second copy marked “Exchange 
Control Purposes.” Exchange Control copy acts as an authority 
to a bank to sell foreign exchange to the importers. Import of 
foreign currency notes beyond a certain fixed limit is restricted in 
all cases. Remittances against imports may either be made in 
the currency of the country of origin of goods or by payment in 
'Sterling or Rupees to the account of a resident in that country 
according to the method of payment permitted for transactions 
tvith the country concerned. 
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Payments to foreign countries may be regarded as belonging 
to the following categories:—^) Imports, (it) Maintenance and 
private payments, (Hi) Travel, (iv) Business and Trade purposes, 
and (v) Capital transfer. Remittances to Sterling area countries 
may be made in Sterling or Rupees or Sterling area currencies. 
Remittances to countries outside the Sterling area may be made 
in the foreign currency of the country concerned or by a transfer 
in Sterling or Rupees to the account of a resident therein. Tran- 
sections with a large number of countries are governed by pay¬ 
ment or monetary agreements some of which preclude transactions 
in currencies other than those of the Sterling area. In such cases, 
remittances may only be made by means of transfers to the 
Sterling or Rupees accounts of residents in the countries concerned* 
Although different methods of payments have been prescribed 
by the Control for different groups of countries, they follow the 
general principles as stated above. 

Export of goods from India to foreign countries is only 
permitted provided the shipper makes a declaration on G. R. 
form that foreign exchange representing the fair market value 
of the goods has been or will be disposed of in a manner approved 
by the Reserve Bank of India. All shipping documents must 
pass through the medium of an Authorised Dealer and payments* 
ior goods must be received within a period of six months. 
Different methods of payments for different groups of countries* 
have been provided for by the Reserve Bank and payment for 
the expoited goods must be received in die approved method only. 
Export of gold, bullion, jewellery or securities is prohibited with¬ 
out permission of the Reserve Bank. In cases where permission 
is given to export securities, etc., sale proceeds must be repatriated 
to India within the stated time and in the approved manner. 
All exports must be paid for by payment in approved method 
as determined by the Reserve Bank. 

Payments in foreign currency may be received by drawing 
bills in foreign currency on a bank or importer in the country 
to which the goods are being shipped or by a remittance from 
that country. 

Payments in Sterling may be received by drawing bills iir 
Sterling on London under letters of credit registered with the 
Bank of England or by drawing bills in Sterling on the country 
of import providing for payment in Sterling from the appropriate- 
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Soling account. Payments in Rupees may be received by drawing 
Mils in Rupees on the country of Import providing for payment 
t Rupees from the Rupees Non-resident Account of a bank in 
t »die country of import or by payment in Rupees from the account 
t * «£ a bank in $ie country of import. 

Accounts of individuals, firms and banks permanently resident 
outside India are known as non-resident accounts, but the treat¬ 
ment of the accounts ol banks is different from that of individuals 
or firms. Same conditions govern payments to and from the 
Rupee Accounts of non-resident banks as apply to the Sterling 
accounts of residents in the corresponding countries or monetary 
areas. Before any non-resident accounts of persons and firms 
•Other than Banks can be opened, reference should be made to 
the Reserve Bank of India with particulars as to the purpose for 
which the account is required and the identity of the account 
holder. The Reserve Bank of India will then advise what credits 
and debits can be allowed in the account. 

Though India was partitioned in August, 1947 by the crea¬ 
tion of two independent Dominions, exchange control operations 
of both the Dominions used to be regulated by the Reserve Bank 
of India on a separate accounting procedure for each Dominion 
till June, 1948. From 1st July, 1948, Foreign Exchange operations 
■of both Dominions have been completely separated. At present, 
there is no restriction of Rupee Transfers from one Dominion to 
another and the Central Banking Institution of each Dominion 
is prepaicd to sell or buy unlimited amount of currency of the 
other Dominion at a nominal commission. So far as foreign 
•exchange transactions are concerned, Authorised Dealers of one 
Dominion cannot undertake any kind of exchange business for 
the other Dominion. The authorities of both Dominions have 
already concluded agreements for the regulation of Exchange 
Control business between the Dominions and Authorised Dealers 
v each Dominion are required to conduct their business on the 
basis of this agreement. 

Empire Dollar Pool :—Before World War 11% generally all 
countries belonging to the so-called “Sterling Block” used to 
maintain all or nearly all their foreign exchange balances in 
London in sterling. As sterling was then freely convertible, any 
country could easily convert its balances into foreign currencies 
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at to own option, but this system assumed a rigid form after 
World War H, when the convertibility of sterling became in¬ 
creasingly difficult Those members of the “Sterling Block* who 
continued to be members of the present' “Sterling Area* agreed 
to forego their right to hold foreign exchange in their own custody 
and they voluntarily imposed restrictions on the use of foreign 
exchanges in order to ensure that the limited resources of foreign 
exchanges in the sterling area were utilised to the best advantage 
in the prosecution of war. The entire holding of foreign 
exchanges of the sterling area was in consequence held in one 
pool in the custody of Bank of England and the British Treasury. 
The arrangement is that countries of the sterling area hold all 
their foreign exchange reserve in sterling, selling currencies which 
they do not require to the Bank of England and buying from the 
latter currencies of which they are in short supply. As a con¬ 
sequence, there is always in the custody of the Bank of England a 
pool of foreign exchange from which members of the sterling area 
can buy for sterling the currencies which they need. A more 
correct name for this arrangement would be “the Sterling Area 
Pool of Foreign Exchange”. It has come to be known as the 
Empire Dollar Pool only because the most important of the foreign 
exchanges in the pool is the United States dollar. The individual 
countries of the sterling area were given no specific allotments 
of the various foreign currencies which they were entitled to spend. 

The countries concerned agreed not to spend any foreign 
exchange except for essential purposes and unless the demand 
could not be satisfied within the sterling area. The test of 
essentiality varied from time to time as the volume of the Pool 
increased or declined. At the conclusion of the war, and for a 
considerable period before it, the test was whether a particular 
demand was necessary for the prosecution of the war or for the 
maintenance of the civil economy at a war-time level. The 
member-country itself was always the judge of the essentiality qt 
its own requirement and when it certified that a particular 
requirement was essential and its exchange control had granted 
the necessary authorization, the Pool never questioned the deci¬ 
sion taken. At the end of the war, the definition of essentiality 
applicable till then lost its meaning and the Government of India 
was more liberal in the classification of requirements as essential 
than they had been in the past. 
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Figures have been published by Government from time to 
time of India's earnings of dollars and other hard currencies and 
of her expenditure of these currencies, From September, 1939 up 
to the 31st Match, 1946 we earned Rs. 405 crores worth of United 
States dollars and spent Rs. 240 crorcs worth of United States 
dollars, leaving a surplus of Rs, 165 crores. On the other hand, 
in the same period we spent net Rs. 51 crores worth of other 
hard currencies, namely those of Canada, Switzerland, Sweden 
and Portugal, so that our net surplus on hard currency account 
was Rs. 114 crores. During the year 1946-47 we had a deficit in 
the balance of payments with the United States of Rs, 15 crores, 
having earned Rs, S3 crores and spent Rs. 98 crores, and a deficit 
in the balance of payments with other hard currency countries 
of Rs. 7 crorcs. It may therefore be assumed that we contributed 
net to the pool berween September, 1939 and March, 1947 Rs. 92 
crorcs worth of hard currencies, equivalent of 275 million dollars. 
During the quarter April to June, 1947 we have had a net deficit 
on hard currency account of Rs. 15 crores. It will be observed, 
therefore, that since the financial year 1946-47 we have been 
consistently drawing on the pool for our dollar requirements and 
that we are at present in heavy deficit with the United States and 
other hard currency countries. 

Another fund known as the Post-War Dollar Fund was also 
created with a contribution of 20 million dollars for 1944. The 
U.K. Government agreed in 1943-44 to place at the disposal of 
India 20 million dollars in a separate fund to be utilised after 
the end of the hostilities with Japan for restocking and capital 
expenditure. This was done in view of our large contributions to 
the Empire Dollar Pool and our willingness to render aid to the 
United States. It was agreed that India will not dernahd farther 
allotments from the Dollar Pool before the allotted fund was 
exhausted. As this figure of 20 million dollars was a percentage 
of our dollar earnings on trade account during 1944, the U.R. 

# Government agreed to credit the fund further with a similar sum 
not exceeding 20 million dollars for 1945, if our dollar earnings 
Were maintained at the same level. Accordingly, an allocation of 
20 million dollars was made. It should be pointed out that our 
purchases were not limited to the extent of this fund because 
we were legally entitled to draw on the Empire Dollar Pool k 
the necessary import of capital goods. 
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The Anglo-American Loan Agreement provided for die 
liquidation of the Empire Dollar Pool 

India Joined the International Monetary Fund :~~By an 
Ordinance dated 24th December, 1945, India ratified the Bretton 
Woods Agreement and joined the International Monetary Fund 
as an original member and also the International Bank for 
Reconstruction and Development. India was called upon to pay 
to the Fund her subscription of $400 million by 1st March, 1947. 
Gold to the value of 10 per cent of her gold and dollar holdings 
was transferred to the Fund, Of the rupee subscription a certain 
amount was credited to the Fund and the balance was paid in 
non-negotiable and non-interest bearing promissory notes con¬ 
vertible inro rupees on demand by crediting the par value to the 
account of the Fund. The membership involved fundamental 
changes in India’s monetary system with consequential amend¬ 
ments of the Reserve Bank of India Act. 

One of the principal objectives of the Fund is to establish 
a multilateral system of payments regarding current transactions 
amongst members and eliminate foreign exchange restrictions. 
The Reserve Bank therefore must be able to maintain multi- 
laterality of exchange transactions between Indian currency and 
those of member countries. In order to enable the Bank to do 
so, the Reserve Bank Act has been modified in April, 1947, 
empowering the Bank to hold other foreign currencies amongst 
its monetary reserves in addition to sterling. The Bank will thus 
be able to conserve her multilateral obligations by buying and 
selling foreign currencies within limits prescribed by the Inter¬ 
national Monetary* Fund. 

Originally, the Reserve Bank was obliged to sell sterling at 
a rate hot belo# Is, 6.3fl6d. y the amounts of sterling to be bought 
and sold not being lower than £10,000. Members of the Inter¬ 
national Monetary Fund are obliged to express the par,values 
of tlieir currencies in gold and exchange rates will be determined 
by the rates which such par values bear to each other. As a 
member of the Fund, sterling ceases to be the sole determinant 
of the external value of the rupee. The Act of the Reserve Bank 
♦wAs duly amended in April, 1947, by which the Bank is obliged 
to buy or sell foreign exchange at rates to be determined by the 
Central Government from time to time in accordance with its 
:<* 24 „ , 
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obligations to the Fund, provided the amount of foreign exchange 
to be bought or sold shall in each case be of a value not below 
R$. 2 lakhs. The maximum buying and minimum selling rates 
for sterling have been refixed at Is. 6,9/64rf, and 1* 5.55/64d. 
respectively, in order to comply with the provision of the Inter¬ 
national Monetary Fund that the maximum and minimum rates 
for exchange transactions amongst member countries' currencies 
shall not diffei in the case of spot transactions by more than 
I per cent. The rupee has therefore been delinked from sterling 
and is linked to currencies of all countries which ate members of 
the Fund. Rupee emerged henceforward as an independent 
currency. In view of India's large sterling balances the Reserve 
Rank will have to deal in sterling and will be unable to give effect 
to multilateral convertibility. India has decided to exercise 
exchange controls under the provisions of the Fund during the 
transition period. 

The Foreign Exchange Regulation Act of 1947 aims at 
conserving India's foreign exchange resources for development 
purposes. Although the International Monetary Fund desires 
exchange stability and elimination of restrictions on trade it 
provides for that member countries should have powers to impose 
exchange controls to regulate movement of capital of their 
residents. The above Act restricts the freedom of transfer between 
India and other sterling area countries except with the previous 
permission of the Reserve Bank, which has, however, been 
authorised to exclude specified currencies and the Reserve Bank 
has issued notifications, pe/mitting payments to or for the credit 
of or on behalf of persons resident in countries, belonging to the 
so-called sterling area. 

By an amendment of the Reserve Bank Act in 1947, the Bank 
has also been authorised to buy and sell securities issued by the 
Government of any country outside India, provided it is also a 
member of the International Monetary Fund. 

After joining the Fund, India indicated her willingness to 
maintain the value of the rupee at Is. 6d’., reserving her right to 
change the same and to adopt a monetary system best suited to 
her at the appropriate time. 

The Present Indian Currency System :—The rupee remains 
an unlimited legal tender and inconvertible into gold since 
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September, 1^31. After joining the International Monetary Fund, 
the rupee has been awarded a fixed gold value and is also multi- 
laterally convertible. Owing to India’s large sterling balances, 
the rupee has to maintain a close link with sterling for all 
practical purposes at the rate of Is, 6&, although in theory it has 
been delinked from sterling and made a free currency. ^ 

The total currency issue expanded enormously since World 
War II and stands now at 12,11,12,61,000 against the Hacking of 
foreign securities to the extent of Rs. 7,10,34,38,000 and of Govern¬ 
ment of India Rupee securities 4,13,72,23,000. 

The gold reserve of the Rese rve Bank remains unchanged at 
Rs, 40,01,71,000. 

The old full-weight rupee has been replaced by rupees of a 
lower degree of fineness. The present currency circulation con¬ 
sists of these rupees in addition to one-rupee notes and Reserve 
Bank notes. Subsidiary and token coins of smaller denomina¬ 
tions titan a rupee also circulate. 

If the present monetary system of India is to be styled as 
such it is actually a managed currency system for all practical 
purposes. 

Indian Paper Currency r- -The Acts of 1808, 1840 and 1843 
authorised the Presidency Banks of Bengal, Bombay and Madras 
to issue notes payable to bearer on demand under certain restric¬ 
tions, regarding both issue and reserves. Subsequently the 
Gmernment proposed to cancel this right of banks and under¬ 
take note issue themselves ,and separated the functions of note 
issue from banking. The Paper Currency Act of 1861 was passed 
dividing India into three circles of issue with headquarters at 
Calcutta, Bombay and Madras. These circles were increased to 
seven in 1910 and included Rangoon, Karachi, Cawnpore and 
Lahore. Notes of Rs. 10, 20, 50, 100, 500, 1,000 and 10,000 were 
issued. A five-rupee note was introduced in 1891. These notes 
were issued without limit to the public in exchange for rupees, 
British gold coins or gold bullion on the requisition of the 
Controller of Currency. They were declared unlimited legal 
tender within their circles of issue and were encashable only at 
the head office of the circle of issue, although Government 
Treasuries cashed notes of other circles for bona-fide travellers 
and Railway companies. In order to guarantee the convertibility 
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; of these notes, & reserve was formed in bullion and coin Up to 

/< the Ml value of notes issued, except a limited portion, which 

v was covered against Government of India Rupee Securities. 

As the circle system of issue was unpopular and impeded 
expansion of the note issue, it was abolished, introducing the 
universalisation of notes by gradual stages. Five-rupee notes 
were universalised in 1909, Rs. 10 and Rs. SO in 1910, Rs* 100 in 
1911 and Rs. 500 and Rs. 1,000 in 1931-32. Extra-legal facilities 
for encashment were provided by Government Treasuries and 
Presidency Banks, excepting during World War I, 

The Act of 1861 provided for a fixed maximum fiduciary 
issue in the form of India Government securities up to a limit 

of Rs. 4 crores in 1861, which was raised to Rs. 6 crores in 1871, 

8 crores in 1890, 10 crores in 1897, 12 crores in 1905 and 14 crores 
in 1911. The Act of 1905 authorised the holding of sterling 
securities up to Rs. 2 crores, which was increased to Rs. 4 crores 
in 1911. The entire Paper Currency Reserve except the fiduciary 
portion was held in silver coins in India up to 1898. In 1898, 
the Gold Note Act authorised the Government to hold any part 
of the metallic portion of the reserve in gold coin. The Act of 
1900 gave authority to hold part of this gold coin in London. 
The Act of 1905 authorised the Government to hold the metallic 
portion of the reset\e, or any part of it, either in London or in 
India, and in gold coin or bullion, or in rupees or silver bullion* 
with the provision that all coined rupees were to be held in 
India only. 

With the gradual expansion of the note issue, the metallic 
reserve portion became unduly large and uneconomic. A good 
part of it was kept in London and utilised to support the rupee 
exchange. 

By limiting the fiduciary issue to a statutory limit, the 
system was made inelastic and since the other part was issued 
, against metallic reserves, it was highly expensive. 

The total note issue rose from Rs. 7,63,00,000 in 1862-71 to 
Rs. 66,12,00,000 in 1914. 

Effects of World War I on the Indian Paper Currency 

Immediately after the war, there was a great demand for 
encashment of notes and people lacked confidence. This soon 
died away and the paper currency was expanded considerably to 
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tttcec increased demands. As metallic reserves could not be 
available, the fiduciary portion was gradually stepped up by 
several Acts and Ordinances, as illustrated from tile following 
table: — 


In Crores qf Rupees 

I 


Acts 

Permanent 

investments 

Permissible 

temporary 

investments 

Total 

Act VII of 1911 (Pre-war) 

14 


14 

Act V of 1915 ... 

14 

6 

20 

Act IX of 1916 ... 

14 

12 

26 

Act XI of 1917 ... 

14 

36 

50 

Act XIX of 1917 

14 

48 

62 

Act V of 1918 . 

14 

72 

86 

Act II of 1919 .. 

14 

86 

100 

Act XXVI of 1919 

20 

100 

120 


A good portion of the reserve was also invested in British and 
Indian Treasury Bills. , 

iSfotes of Re. 1 and Rs. 2-8 were also issued. There was a 
crisis in the note issue after 1918, when people lost confidence and 
notes were encashed at a discount. Confidence was gradually 
revived by importing 200 million ounces of silver from America 
under the Pittman Act. 

By a temporary Amendment of the Paper Currency Act in 
September, 1919, the invested portion of the Paper Currency 
Reserve was raised to Rs. 120 crores, out of which Rs. 106 crores 
would have to be invested in British Treasury Bills. In March, 
1920, a temporary Act was passed, authorising die investments to 
cover either rupee or sterling securities. This was necessary in 
order to meet increased demands for remittances to London, 
Then the Indian Paper Currency Amendment Act was passed in 
October, 1920, It contained Permanent and Temporary provisions* 
Under the first head, it was provided that the metallic reserve was 
to be at least SO per cent of the total reserve. Excepting Rs. 20 
crores worth of securities held in India, the remainder was to be 
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h$d in England in short-term securities not exceeding a period 
of 12 months. The Controller of Currency was authorised to issue 
notes up to an amount of Rs, 5 crores against inland discounted 
bills of exchange maturing within 90 days of their issue. This 
extra issue was to take the form of a loan to the Imperial Bank 
Which was to pay 8 per cent interest to the Government and 
"deposit accepted bills of exchange with the latter, (The limit of 
S crores was raised to 12 crores by the Indian Paper Currency 
Amendment Act of 1923). The provision regarding the fifty per 
cent statutory metallic reserve was irrespective of this extra issue, 
which was not to be considered for the purpose of fixing the 
metallic reserve. The Secretary of State was not to hold more 
than five million pounds in gold bullion in London. Regarding 
temporary provisions, the gold and the sterling securities held 
in tire Paper Currency Reserve, which since 1920 had been 
valued at Rs. 10 to the sovereign, were revalued at the rate 
of Rs. 13-13 to the sovereign in accordance with the provisions 
of the Indian Currency Act, 1927, which came into force on that 
date. This resulrcd in an increase of Rs. 930 lakhs in the holding 
of gold and sterling securities, which was offset by cancelling the 
same amount of Indian Treasury Bills, the holding of which was 
reduced from Rs. 49*77 lakhs to Rs. 40*47 lakhs. 

The Currency Act of 1927 :—The Hilton-Young Com¬ 
mission recommended that there should be no obligation on the 
part of the currency issuing authority to convert notes into rupees, 
as notes would be convertible into gold bullion under a gold 
bullion standard. This rule would apply to new notes and not to 
old notes. 

The Commission also emphasised the desirability of comerting 
all notes into rupees, if required by the public. The Commission 
also recommended the printing of one-rupee notes, which would 
be recognised as full legal tender and not legally convertible into 
rupee coins. It would be a statutory obligation on the currency 
authority to convert all notes except one-rupee notes into notes 
of smaller denominations; or rupees at the option of the said 
authority. 

The Commission also recommended the unification of the 
Paper Currency and Gold Standard reserves. The Commission 
favoured the proportional reserve system instead of the prevailing 
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fixed fiduciary reserve system. The minimum reserve in gold and' 
gold securities was kid down at 40 per cent, although the currency 
authority should try to maintain a reserve ratio of 50 to 60 per cent. 
The gold holding should be 20 per cent as soon as possible and 
25 per cent within ten years. The Government was asked to fortify 
the gold reserves at an early date. The silver reserves should be 
reduced over a period of ten years from Rs. 85 crores to Rs. 25 
crores, The remainder of the Reserve was to be kept in the shape 
of self-liquiclating trade bills and Government of India securities. 
The amount of the securities was not to exceed the quantity of 
notes which was not likely to be withdrawn from circulation plus 
such quantities, the sale of which would not disturb the Govern¬ 
ment's credit. 

The Currency Act of 1927 made Indian notes convertible into 
gold bar or sterling at the option of the Government, provided 
a fixed minimum quantity of notes was offered. The crisis of 
September, 1931, however, removed the gold parity of the rupee 
and as such currency notes ceased to be convertible into gold. 
Henceforward notes were legally convertible into sterling, subject 
to certain restrictions. The establishment of the Reserve Bank of 
India in April, 1935, did not make mcntionable alterations in this 
respect, although the Reserve Bank was required to convert all notes 
into rupees, pending the adoption of a more permanent^ monetary 
standard. The Reserve Bank has been able to unify the Paper 
Currency and Gold Standard reserves. 

The following table illustrates die growth of average gross 
and active circulation of paper currency between 1904-5 and 
1936-7 if — 


In crores of rupees . 


’ 

Year 

Gross | 

) 

.1 

Active 

Year 

Gross 

Active 

1904-5 

". i 

39*2 

28*1 

1929-30 

183*1 

163-0 

1909-10 

49*6 

37*2 

1931-2 

163*6 

152-6 

1913-14 

65-5 

46*6 

1933-4 

1781 

If 7*4 

1914-15 

64-0 i 

45*4 

1935-6 

192*2 1 

163*0 

1917-18 

1017 

71*8 

1936-7 

202*0 

176*0 

1919-20 

171-6 

ISM 

1937-8 

2U*8 

186*1 

1923-4 

179-0 

156*9 

1938-9 

210*6 

182*3 

1927-8 

180-1 

> 

162*6 

1939-40 

' 227*7 

208*9 
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^ *The present position of Indian currency is illustrated by the 
following table:— / 


Issue Department, Reserve Bank of India (In Lakhs of Rs.) 
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1938-39 1 

182,36 

28,28 

210,64 

,44,42 

66,95 

67,11 

32,16 

| 

(7,97) 

(!) 

(7,98) 

! 
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1941 47 

1,222,96 

32,61 

1,255,57 

44,42 

1,333,88 

19,43 

57,84 

1947 48 

1,227,82 

47,12 

1,274,95 

44,42 

I 1,135,32 

32,36 

62,84 

1948-49 

1,231,84 

(5,S8) 

22,02 

1,253,86 

42,49 

| 907,47 

42,96 

265,62 


! (-) 

l 

(5,58) 



(90) 



Note :—Pakistan notes and rupee coin are shown within brackets below 
those of India from April, 1948 (when they were first issued) to 
June, 1948, i c , up to the establishment of the State Bank of Pakistan. 



CHAPTER XX 

BANKING AND CREDIT 

Introduction :—The Indian Money market and. the Banking 
System consists of the following constituents* namely, the Reserve 
Bank of India, the Imperial Bank of India, Exchange Banks, Joint- 
Stock Banks, Co-operative Banks, Finance Corporations, the numer¬ 
ous and heterogeneous group of indigenous bankers, money-lenders 
and brokers. In addition, there are Land Mortgage Banks, Postal 
Savings Banks and Stock Exchanges. 

Indigenous Bankers Indian banking is very old and the 
Arthashastra of Chanakya described the powerful guilds of 
merchant bankers, who received deposits and advanced loans like 
modern banks. These indigenous bankers received a set-back after 
Muslim invasion of the country, bringing in a general sense of 
insecurity. In older days, these bankers were associated with Royal 
Courts, they financed the State and even collected revenues of the 
Government. They wielded a big influence on East India Company 
by financing the same until the growth of the European Agency 
Houses. They were affected towards the end of the eighteenth 
century by the growth of joint-stock banks and by the introduction 
of a uniform currency because they used to change money, espe¬ 
cially when various coins were issued by numerous states. 

The indigenous banking system plays an extremely useful role 
in India’s economy. Indigenous bankers are found throughout the 
country, being distributed in villages and towns. As a t^atter of 
fact, the large part of rural credit lies entirely within their orbit 
of operations. The Chetties of Madras and Shroffs in other parts 
of the country do^a large amount of banking business. It is esti¬ 
mated that a considerable part of total credits in India is handled 
by these bankers. 

Although some of them are now converting themselves into 
private banking houses on modern lines, the majority of them is 
still carrying on their trade on traditional lines. The responsibility 
of these bankers is unlimited and single or mint in case of partner¬ 
ship or joint-family. Though they take deposits, which are payable 
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sill cash only and not by cheques, the large part of their capital 
U derived from their own purses. Normally, they combine the 
' business of finance with trade and commerce. They are even to-day 
the principal agencies for rural credit and trade. They issue letters 
of credit and discount hundies, which are analogous to inland bills 
of exchange. They form important links between the Indian 
Money Market and the trading community. They buy Govern¬ 
ment Treasury bills, which are discounted with joint-stock banks 
in case of necessity for funds. 

As the indigenous bankers control a considerably large part 
of India's total credit and contribute substantially to the banking 
requirements of the country, it is necessary to co-ordinate these 
banks in order to control effectively the credit of the country and 
mobilise the capital resources to maximum benefits. The Reserve 
Bank of India as a central banking institution can never expect 
to control effectively the credit and currency of the country before 
bringing within its orbit these numerous indigenous banks. 
The Central Banking Enquiry Committee therefore recommended 
that early steps should be taken to link these institutions to the 
Reserve Bank of India by reforming their methods of businevss 
on modern banking lines, instituting a system of audit and 
affording them in exchange all facilities of rediscotmt and 
jemiitanc e. 

A statutory obligation was placed on the Reserve Bank by 
the Reserve Bank of India Act, 1934, to present a “report at the 
earliest practicable date and in any case within three years to 
the Govemor-Ceneral-in-Council with proposals, if it thinks fit, 
for legislation on the extension of the provisions of this Act 
relating to scheduled banks to persons and firms not being 
scheduled banks engaged in British India in the business of 
banking.” The Reserve Bank accordingly addressed a circular 
letter to all scheduled banks and representative indigenous 
bankers on 6th May, 1937 in order to elicit th^ir Opinions on the 
possibilities of linking the indigenous bankers with die Reserve 
Bank. As they were numerous and because of the highly per¬ 
sonal and fluid character of their business, the Reserve Bank 
proposed to deal with the shroffs through some intermediate 
agency, scheduled banks, which would share the financial 
responsibility and undertake the detailed examination which was 
necessary if credit to to be accorded. Under this provisional 
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scheme the shroffs were to get their bills and notes discounted 
with the scheduled banks, which in their turn were to be enabled 
to get these documents rediscounted with the Reserve Rank. The 
Reserve Bank indicated the conditions under which it was 
prepared to establish a direct link. This provisional scheme 
provoked severe protest^ and Sir James Taylor, Governor of the 
Reserve Bank, issued a second draft scheme on 26th August, 
1937, for the purpose of directly linking the private bankers. 
The Reserve Bank suggested that if the indigenous bankers wore 
to come into practical relationship with the Reserve Bank, they 
would have to formalize their methods of banking on lines 
approximating to joint-stock banks and in particular develop the 
deposit side of banking activities. Indigenous bankers with 
capital of at least Rs. 2 lakhs to be raised to Rs. 5 lakhs at die 
end of five years, would be entitled to apply for registration in 
the books of the Reserve Rank as private bankers. They roust 
wind up their non-banking business re^son^J^ 

They would not have to furnish compulsory deposits unless their 
time and demand liabilities were five times and more in excess 
of their capital in the business. They must maintain proper books 
of accounts and have them audited by registered accountants. 
They must file with the Reserve Rank periodical statements of 
their affairs and must also publish the returns prescribed for 
banking companies. Indigenous bankers after satisfying these 
conditions would have the privilege of direct rediscount with the 
Reserve Rank against eligible paper, the right to secure advances 
against Government Paper, and same remittance facilities as are 
allowed to scheduled banks. The Reserve Bank therefore in¬ 
formed the Government of India that it could not recommend 
any immediate legislation to amend the Reserve Bank Act 
regarding the extension of its provisions relating to scheduled 
banks to the private bankers. It was however stressed that as 
mentioned in die Bank’s Statutory Report on Agricultural Credit 
(issued in December, 1937) the offer made in its letter of 26th 
August, 1937 remained open and the Bank would be prepared 
to take the matter up with the Government in order to amend 
the Act, if the indigenous bankers were prepared to conform to its 
conditions or suggest any other practical alternative. Meanwhile* 
the Reserve Bank was considering whether it would be possible , 
to develop open-market operations in trade bills as this would 
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.give first-class indigenous bankers closer relationship Without the 
necessity of introducing any radical change in their prevailing 
business methods. 

Growth of Modem Banking Systems :—The European 
system of hanking in India started with Agency Houses, which 
combined banking and business, but they indulged in speculative 
risks and courted failures following the commercial crisis of 
1829-32. Messrs. Alexander & Co. established the first type of 
a European Bank in the name of the Bank of Hindostan in 
Calcutta, but this failed in 1829-32. The Union Bank was then 
created by co-operative efforts among the mercantile houses of 
Calcutta and this also dosed its doors in 1848. By this time the 
necessity of a modem banking system was keenly felt owing to 
the expansion of India’s foreign trade and the necessity of the 
Government to have a bank for itself. Accordingly, the Bank of 
Calcutta, the first Presidency Bank, was established in 1806, by 
a charter of the East India Company with a capital of Rs. 50 
lakhs, out of which Rs, 10 lakhs were subscribed to by the East 
India Company. The first Bank of Bombay was started in 3840 
with a capital of Rs. 52 lakhs, the Government taking shares worth 
Rs. 3 lakhs. This bank was liquidated in 1868, following its 
participation in speculation due to the American civil war and 
cotton famine. Another bank was started in Bombay in the same 
year with a capital of Rs. 1 crore. The Bank of Madras was 
jmtiriued in 1843 with a capital of Rs. 30 lakhs, Rs. 3 lakhs being 
contributed to by the East India Company. 

The three Presidency Banks acted as bankers to the Govern¬ 
ment, who nor only contributed to their share capital, but also 
had a share in their control by appointing directors. The note 
issuing powers of these banks were strictly limited and were com¬ 
pletely withdrawn from 1868, when the Government assumed the 
monopoly of the note issue. 

The Presidency Banks Act of 1876 was passed under which 
ttm Government withdrew their capital and divested itself of all 
controls regarding the internal management of these banks. At 
the same time, the Government retained the powers of auditing 
and inspecting these banks and made it obligatory for them to 
publish weekly statements of accounts. This was done to ensure 
the development of these institutions on sound lines. These hanks 
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enjoyed die advantage of being bankers to the Government, 
managing the public debt of India and holding a substantial part 
of Government balances. 

Up to 1876, the entire Government balances at headquarters 
were kept with these banks, but the Government established their 
own Treasuries known as Reserve Treasuries at Calcutta, Bombay 
and Madras in 1876. Henceforth Government balances were 
largely kept in these Treasuries and a small amount was placed 
in Mofussil Treasuries. The Government agreed in 1876 to pay 
interest to the banks on the difference between the actual deposits 
and the minima fixed, in case the former fell short of the latter, 
but they gave no undertaking to keep any balances whatsoever 
with the banks. During the World War of 1914-18 die Govern¬ 
ment placed large funds—much in excess of the minima—at the 
disposal of the Presidency Banks in order to facilitate the invest¬ 
ment by the public in War Loans. The Reserve Treasury system 
was abolished in 1921, and the Government balances over and 
above those in the district and sub-treasuries were kept with the 
Imperial Bank at its head offices and its branches until the 
establishment of die Reserve Bank in 1935, when they were 
handed over to that bank. The banks were excluded from dealing 
m foreign exchange. They were also prohibited from borrowing 
money abroad and there were certain restrictions as to the amount 
of the advances and the period for which they were made, as 
well as the securities against which they could be made. 
Although loans were arranged to be given from Treasury balances, 
to the banks in 1898, no such facility was availed of owing to 
rigid conditions laid down for such loans. 

Tile activities of the Presidency Banks were defined and 
limited. They could receive deposits and invest in Government 
and other specified securities of public bodies and corporations. 
They were allowed to draw and discount bills of exchange pay¬ 
able in India. They could advance funds against accepted bills 
of exchange and promissory notes, accept securities for safe 
custody, and buy and sell gold and silver and manage Govern¬ 
ment loans at the Presidency towns and the debt business of 
certain municipalities. 

The association of the Presidency Banks with the Government 
gave them a stamp of security and stability. They made pheno¬ 
menal progress from year to year. 
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' The Imperial Bank of India s-The passing of the Imperial 
‘Bank of India Act in September, 1920, constituting the Imperial 
%nk of India from 27th January, 1921 by amalgamating the 
three Presidency Banks satisfied partly the desire of India to 
have a central bank. The idea of a central banking institution 
is more than a century old. In 1836, a body of merchants pressed 
the East India Company to establish a central bank in India. 
J, M. Keynes, a member of the Chamberlain Commission, pre¬ 
pared an elaborate scheme for a central bank in co-operation 
with Sir Earnest Cable. The Imperial Bank Act was based on 
this scheme. The demand for a central bank gathered momen¬ 
tum from 1918. It was pointed out that the Indian currency 
system wa* inelastic, because the note issue was controlled by 
the Government, while banks regulated credit by maintaining 
their own reserves. This led to dissipation of banking resources. 
In order to obtain financial stability, it was necessary to have a 
central bank, which could co-ordinate the banking systems of 
the country and effectively control credit by unifying the manage¬ 
ment of currency and banking into a central institution. 

The Imperial Bank was constituted by the amalgamation of 
the three Presidency Banks, which were taken over as going 
concerns with all their assets and liabilities. It was laid down 
that the Central Board was to meet at least once a year at every 
local Head Office. The capital of the Bank was fixed at Rs. 15 
crores, including reserves. Although it was a private bank, it 
was controlled by the Government within limits. 

The control of the Imperial Bank was entrusted to a Central 
Board of Governors with local boards at Calcutta, Bombay and 
Madras. Two Managing Governors were appointed by the 
Governor-Geneial-in-Council on the recommendation of the 
Central Board. The same authority nominated the Controller of 
Currency on the Central Board to be the guardian of the financial 
interests of the Government. The Governor-General-in-Council 
was empowered to issue instructions to the bank regarding any 
matter which in his opinion vitally affected the financial policy 
or the safety of the Government balances. The duties of thy 
Central Board were to deal with matters of general policy, to 
exercise general powers of control over the local boards, to 
determine the distribution of funds and the fixation of the bank 
rate and to be responsible for the weekly publication of the 
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bank's accounts. The local boards on the other hand dealt with 
the ordinary day-to-day business in their respective territories. 
The bank was also allowed by the Act to establish a iimdon 
office, It was not, however, allowed to deal directly with the 
public in foreign exchange, though it might transact business 
in London on behalf of the Indian Government including the 
Secretary of State, public bodies, other banks and the old 
customers of the Presidency Banks. 

The following functions were allowed to the bank: invest¬ 
ments in certain specified securities of the Government of 
India and United Kingdom, Port Trust Bonds, certain Municipal 
Corporation Bonds and those of State-aid railways and of District 
Boards, advancing money against any of the above securities, 
advancing money against accepted bills of exchange and promi¬ 
ssory notes, against goods or documents of title thereto deposited 
with or assigned to tire bank, drawing, accepting, discounting and 
selling bills of exchange and other negotiable securities payable 
in India or Ceylon and subject to die direction of the Governor- 
Gencral-in-Council, the discounting, buying and selling of bills 
vof exchange payable outside India for, from or to such banks as 
may be approved. The bank was permitted to draw bills of 
exchange and grant letters of credit for the use of parties whose 
estates were being administered by the bank and also for private 
constituents or customers for bona fide personal needs. It was 
allowed to borrow funds in India and receive deposits, receive 
securities for safe custody and collect interest thereupon, buy 
and sell gold and silver, etc. The London office of the bank was 
allowed to borrow money in England for ihe purpose of the 
Bank's business upon the security of the bank's assets, but was 
not to open cash credits, keep cash accounts or receive deposits 
in London except from the former customers of the Presidency 
Banks. The Act provided for an agreement between the bank and 
the Secretary of State for India to last for ten years, being termin¬ 
able thereafter after one year's notice. The bank undertook all 
die general banking business of the India Government and 
accepted payments and made disbursements for die Govern¬ 
ment. It held all the treasury balances at headquarters 
and at its branches. It managed the public debt in exchange 
fox a specified remuneration. The bank was required to 
undertake to open 100 new branches, of which the Government 
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$*£ India might determine the location of one in four* It was 
expected to give the public every facility for the transfer bf money 
between its branches at reasonable rates approved by the Con* 
troller of Currency. The Government were to cease remittance 
of funds for the public between any two places where the Imperial 
Bank had business. The London office of the bank, which was 
started in January, 1921, took over a portion of the business of 
the Government of India which was previously done by the Bank 
of England, r.g., the current account of the High Commissioner 
for India. 

Restrictions were placed on dealing in foreign exchange and 
raising funds in London. Loans or advances upon mortgage or 
otherwise, upon the primary security of immovable property, or 
the documents of title relating thereto, were expressly prohibited, 
but allowed against such a collateral (secondary) security if the 
main security wa*? of the type noted. Loans or advances could 
not be made on the security of its own stock or shares. The 
amount which might be advanced to any individual or partner¬ 
ship or firm by way of discount or on any personal security was 
limited under by-laws sanctioned by the Government. Loans or 
advances could not be granted for a longer period than six months. 
Discounts could not be made, or advances on personal security 
given, unless such discounts or advances carried with them the 
several responsibilities of at least two persons or firms unconnected 
with each other in general partnership. 

With the establishment of the Reserve Bank of India, the 
Imperial Bank of India Act III of 1934 was also passed introduc¬ 
ing the following important changes. 

The Central Board consists of the following directors: 
(a) Presidents and Vice-Presidents of the Local Boards established 
by the Act; (b) one person elected from among themselves by 
the members of each Local Board established by the Act; (c) a 
Managing Director to be appointed by the Central Board for 
five years, who may he retained by the Board for further periods 
not exceeding five years; (d) *such number of persons npt exceed¬ 
ing two and not being officers of the Government as may be 
nominated by the Govcrnor-General-in-Council; (e) a deputy 
Managing Director to be appointed by the Central Board; 
(f) Secretaries of the Local Boards; (g) such number of persons to 
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represent my Local Board established hereafter under the Act as 
the Central Board ^may prescribe. The Directors specified in {#) 
and (f) are not entitled to vote at the meetings of the Centra! Board. 
The Deputy Managing Director is entitled to vote in the absence 
of the Managing Director. The Govemor-General-in-CouncIl is 
to nominate an officer of the Government to attend meetings of 
the Central Board, who is not, however, entitled to vote. Under 
the new Act* the Controller of Currency ceased to be an ex-officio 
member of the Board, and the number of persons nominated by 
the Governor-General was reduced to two. So also the Managing 
Director is to be directly appointed by the Board. The Act 
thereby diminished the control of the Government in the working 
of the bank. 

The Imperial Bank of India, which ceases to be banker to 
the Government is authorised to enter into an agreement with 
the Reserve Bank of India to conduct Government business as 
the sole agent of the Reserve Bank. 

The old limitations imposed on the business of the London 
office of the bank have been removed. The bank is enabled to 
establish branches or agencies in India and foreign countries. 

The Central Board is authorised to establish Local Boards 
without the previous sanction of the Gcvernor-Gcneral. Similarly 
the bank is authorised to increase its capital without such 
sanction. The bank is now freed from the power of die Governor- 
General to issue instructions to it regarding matters affecting 
Government's financial policy or the safety of the Government 
balances. 

The bank is now authorised to buy bills of exchange payable 
outside India, to borrow money out of India and to transact 
foreign exchange business. The period of advances and loans 
relating to the financing of seasonal agricultural operations is 
extended from six to nine months. The bank is authorised to 
acquire and hold and generally deal with, any right, title or 
interest in any property movable or immovable which may be 
the bank’s security for any loan or advance or may be connected 
with such security. The bank is further entitled to advance and 
lend money and open cash credits on the security of shares of 
the Reserve Bank, debentures or other securities for money issued 
under jthe authority of a municipal board or committed or with 
25 
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if^e sanction of the Governor-General, on the debentures or 
Other securities for money issued" under the authority of a 
i Ruling Prince or Chief, or on debentures of companies with 
limited liability subject to directions issued by die Central Board, 
The bank is empowered to give advances and open cash credits 
against goods which are hypothecated to the bank as security for 
such advances, loans or credits, if so authorised by special directions 
of the Central Board. 

Some of the old restrictions e.g., restrictions on land mortgage 
businevss, or on the period of the advances and loans, on the 
amount of the loans to individual Borrowers, prohibition of loans 
on the security of the shares of the bank etc., continue to 
operate. The Bank has established a foreign exchange depart¬ 
ment and is endeavouring to expand its foreign exchange busness. 
It possesses special advantages in this respect, due to its London 
branch, numerous branches in India, extensive business connec¬ 
tions and large financial resources. 

Owing to its special privilege of being a banker to the 
Government, which was also associated in the management of the 
bank, the Imperial Bank commanded a unique position in the 
financial world. Even after the institution of the Reserve Bank, 
it was made the sole agent of the Reserve Bank. The Bank made 
phenomenal progress and is held high in the estfeem of the people 
owing to its sound management and high integrity. That the 
bank is actively contributing to the financing of India's trade and' 
industry is illustrated by its balance sheet for the week ended 27th 
May, 1949, an extract of which is given below. 

The Imperial Bank has contributed largely to the banking 
development of India by opening a network of branches through¬ 
out the country. It also assisted greatly in organising the Indian 
money market by acting its leader and offering facilities for re¬ 
discount. In spite of its solid work, the Bank has become the 
target of criticism from a section of the Indian public. It is 
alleged that the Bank’s management being in non-Indian hands, 
it has followed a discriminatory policy, detrimental to India's 
interests. Indian business and other banks have not received a 
square deal. The Bank has failed to afford proper facilities for 
training Indians in banking technique, although it employs a large 
number of Indians in its superior .services. Recendy an agitation 
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W&& made for nationalising the Imperial Bank* hut the Govern¬ 
ment has discreetly refused to do so. Instead of applying the 
dubious remedy of nationalisation, the Government has wisely 
adopted the right course of amending in future the Imperial Bank 
of India Act in such a way that the institution may continue to 
Serve the monetary interests of India free from any criticism. 

Although the Imperial Bank performed till the inception df 
the Reserve Bank of India certain functions of a central bank, 
namely, banker to the Government and management of the public 
debr of India, banker to other banks to a certain extent by pro¬ 
viding rediscount facilities and management of the Clearing 
Houses, it was essentially a commercial bank. The note-issuing 
authority also vested in the Government. At present, it is func¬ 
tioning as a pure commercial bank within the limits of the 
Imperial Bank of India Amendment Act of 1934. 

Exchange Banks*—’ The Presidency Banks were prohibited 
from doing business in foreign exchange and receiving deposits 
from abroad. JPhe necessity for a special class of bankers doing 
foreign exchange business arose with the gradual expansion of 
India’s foreign trade. 

The Indian joint-stock banks did not handle the foreign 
exchange business. The Indian Specie Bank established a branch 
in London to transact mainly in gold and silver. The Alliance 
Bank of Simla liquidated in 1923, and the Tata Industrial Bank, 
amalgamated with the Central Bank of India in 1923, also did 
some foreign exchange business. The first Indian Exchange 
Bank, namely, the Central Exchange Bank of India, was opened 
in J936, under the aegis of the Central Bank of India, but was 
subsequently amalgamated with Barclay’s Bank of London in^ 
1938. Although the Indian joint-stock banks are now undertaking* 
exchange business, it is extremely limited. The Imperial Bank 
has been gradually expanding its foreign exchange business. 

Indian banks have not been able so far to handle exchange 
business in any worth-while scale due to competition of well- 
established foreign exchange banks, absence of branches abroad, 
limited financial resources, lack of technical personnel and having 
their head offices located in India, because this makes international 

contacts rather difficult. 

{ 
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In practice, therefore, the foreign exchange business in India 
lies almost entirely with foreign exchange banks. As England 
predominated in India's foreign trade and was the leading financial 
centre of the world the exchange banks originally started in India, 
mostly English Exchange Banks with head offices in London. 
Gradually other foreign banks also established their branches in 
India to transact foreign exchange business. Arfiongst the ex¬ 
change banks operating in India, some are doing considerable 
business in this country, as for example, the Chartered Bank of 
India, Australia and China and the Mercantile Bank of India, 
while others are acting as mere agencies of foreign banks. 

Originally the exchange banks financed exclusively India's 
foreign trade, but now they are also doing substantial ordinary 
banking business inside the country. Nevertheless the financing 
of India's foreign trade remains as yet their principal item of 
business. The import bills are negotiated in England and other 
foreign centres and are payable in India. UBfit by far the largest 
proportion of the bills in which the exchange banks deal are 
export bills drawn by Indian exporters against credits opened 
with the London banks or finance houses by London importers. 

\ These bills, which are drawn usually at three months' sight, are 
'"'mostly documents on acceptance (D.A.), jthough a f ew are docu¬ 
ments on payment (EXP.). ^The D.P. bills ^are held by the London 
offices of the exchange banks until they are retired or paid on 
maturity. The D.A. bills are chiefly discounted or rediscounted 
immediately after acceptance. They are rediscounted in the 
United Kingdom by the English and Scotch joint-stock-banks or 
by the Bank of England. In this way the exchange banks receive 
back in sterling the equivalent of what they p&y in rupees ih 
India. They sometimes hold the bills till maturity, in case trade 
is slack and there is no immediate demand for the employment 
^ of funds im India. Thus the export trade of India Is chiefly 
financed by the funds of the British banks. The facility of re¬ 
discounting bills in the London money market, where the rate 
of discount is .usually lower than in India, is a great advantage, 
as the exchange banks buy far more export bills than they can 
possibly hold till maturity. The lack of this facility in die case 
of the Indian joint-stock banks renders it extremely difficult for 
them to compete with the foreign exchange bankk*--^ 

{J^putchase of Indian exports by the exchange banks * 
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'tiaeans a transfer of their funds to London. To bring their funds 
back to India, the exchange banks were in the habit of freely 
purchasing Council Bills and Telegraphic Transfers in London, 
so long as this system lasted. No\y they effect this transfer by 
selling sterling to the Reserve Bank of India against their London 
balances. There are other methods also by means of which they 
increase their funds in India, e.g v by cashing the import bills 
when they mature, by the sale of drafts, by telegraphic transfers 
in India for" Indian students and travellers abroad and other 
persons requiring money to be remitted from India, by buying 
rupee paper in London and selling it in India, etc. If there is a 
large favourable balance of trade, they sometimes import bars of 
gold and silver bullion and sovereigns from London, Egypt and 
Australia. If the balance of payments is against India the ex¬ 
change banks either send gold or silver out of India. Previously 
they bought Reverse Councils, if the Government of India made 
them available. At present, they can purchase sterling drafts 
from the Bank for delivery in London. 

The import trade of India is financed either by sixty days" 
sight D.P. drafts drawn on Indian importers or by London banks’ 
acceptance of 'House paper’. The former method is usually 
practised in the case of imports by Indians. These drafts, after 
being discounted by the exchange banks in London, are pre¬ 
sented before the importers for acceptance and payment. Im¬ 
porters may, however, obtain delivery of the goods before pay¬ 
ment by executing trust receipts in favour of the exchange banks 
and holding the goods as their trustees until final payment. The 
second method is available to European importing firms who 
have London houses of repute. The latter draw bills on the 
London offices of the exchange banks which undertake to accept 
these bills and thereafter they can be readily discounted in the 
London money market. The accepting banks in London forward 
the relative documents to their branches in India for the collec¬ 
tion of the proceeds of the goods in India and these are sent to 
London before the bills mature or when they are paid. A more 
active part is therefore played by the head offices and branches 
of the exchange banks outside India in the financing of India’s 
import trade. The share of the Indian branches in the business 
consists of collecting the import bills on maturity. The import 
bills, unlike the export bilU, are usually not rediscounted in 
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India, and the import trade is thus financed to \ larger extent 
than the export trade by the funds of the exchange banka It 
is necessary to initiate the practice of drawing these import bills 
in rupees and they should be preferably D.A. bills in order to 
develop a discount market for import bills. 

It was argued that foreign exchange banks being controlled 
by non-Indians worked to the detriment of Indian nationals and 
accorded preferential treatment to foreigners. The Central 
Banking Enquiry Committee, in consequence recommended that 
since provision exists in the laws of various countries for regulat¬ 
ing foreign banks by means of licenses granted by some prescribed 
authority in the country, advocated the introduction of a 
similar system into India in the interests of depositors, 

for ensuring the grant of reciprocal treatment in foreign 

countries to Indian banks and for giving Reserve Bank 

some control over the banks operating in this country. The 

Reserve Bank would be the most suitable authority for under¬ 
taking the task of scrutinizing applications from non-Indian 
banks and for granting licenses in approved cases. The Com¬ 
mittee however held that, in fairness to the banks already estab¬ 
lished, licenses should be freely granted to them. Every license 
should be in force for a stated period and should be renewed 
if the licensing authority is satisfied that the provision of the 
Indian law applicable to the bank and other conditions specified 
in the license are complied with. License should be granted on 
the fol lowing conditions, namely, furnishing the Reserve Bank 
with annual statements showing the assets and liabilities relating 
to their Indian business, as prescribed by the Reserve Bank and 
submitting, at any rate for a few years to come, to the Reserve 
Bank periodic reports of Indian and non-Indian business handled 
by them. It also suggested the imposition of other conditions 
on the basis of reciprocity. There are various restrictions imposed 
by the laws of foreign countries on non-national banks working 
there. The power to impose similar conditions in the licenses 
granted to non-Indian banks in India would enable the Govern¬ 
ment of India to accord reciprocal treatment to non-Indian banks. 
Mr. Manu Subedar issued a minute of dissent, stating thaf the 
con ditions of a license should be tha t (i) The licensed bank should 
not receive deposits in India from Indian-born persons or joint- 
stock companies registered in Indian (it) The licensed bank should 
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c^fine its branches to the port areas only and no branch should 
; fee opened in the interior, (Hi) Controlling interests, directly or 
1 indirectly, should not be acquired in Indian institutions in order 
tO defeat the above provisions or for any other motive. Tht 
existing branches of the foreign banks in the interior should be 
withdrawn within five years, (iv) Except the manager and one 
assistant in each branch under him the entire staff should be 
Indian. He favoured the idea that banking business in India 
should be exclusively reserved for institutions registered in India. 

In order to improve tire prospects of Indian nationals in the 
country’s foreign trade, the Central Banking Enquiry Committee 
recommended that well-established Indian joint-stock banks 
should open foreign connections useful to their clients. The 
Irnpeiial Bank should be persuaded to take an active share in 
the financing of India’s foreign trade. If the Imperial Bank 
failed to finance actively India’s foreign trade, the establishment 
of an Indian exchange bank is recommended. Such a bank 
should ha\e a capital of Rs. 3 cyores subscribed in the first 
instance by joint-stock banks registered in India. If the share 
capital is not fully subscribed within a prescribed time, the 
balance should be supplied by the Government, which should 
arrange gradually to dispose of their holding later to the general 
public. As long as the Government hold more than 50 per cent, 
of tin capital, they should have a predominating voice in the 
appointment of the directors. The question of entrusting the 
work connected with Government remittances to a department 
of the new bank working under the control of the Reserve Bank 
should be considered in consultation with the Reserve Bank sub¬ 
ject to the stipulation that the new bank shall not be allowed to 
make a profit on such remittances purchased in the open market 
in its capacity as agent. 

As the exchange banks are now scheduled to the Reserve 
Bank of India, they may be persuaded to conduct their business 
free from past criticism. The following table illustrates the 
present position of exchange banks in India: — 
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394 / Indian and Pakistani economics 

Joint-Stock Banks :~-The need for modem joint-stock 
hanks was felt to handle the internal trade and commerce of 
the country. The progress of commercial banking was slow until 
1865, when the principle of limited liability of joint-stock com¬ 
panies was recognised. The financial crisis in Bombay, following 
the cotton boom of 1865 and the decline in the exchange value 
of the rupee hampered further progress. The earliest bank was 
the Bank of Upper India (1863), which was followed by the 
Allahabad Bank in 1865 and some more banks, one of which 
was the Alliance Bank of Simla (1874), which went into liquida- 
dation m 1923. In 1870, seven more banks came into existence 
and the number rose to fourteen in 1894. Most of them were 
started under European management. The first Indian enterprise 
was the Oudh Commercial Bank, started in 1881. In 1894 the 
Punjab National Bank was established, mainly through the 
efforts of Lalla Harkishen Lai, who was also responsible for the 
establishment of the People's Bank in 1901. The Peoples Bank 
made great strides and at the time of its liquidation in 1913 it 
had nearly 100 branches and its deposits exceeded Rs. crores. 
A number of new floatations were made, following the Swadeshi 
movement of 1905, especially in western India, United Provinces 
and the Punjab. The Bank of India, the Indian Specie Bank, the 
Central Bank of India, the India Bank (Madras), the Punjab and 
Sind Bank, the Bank of Mysore, the Bank of Baroda and the 
Bombay Banking Company were started during this period. The 
failure of the -People's Bank on 20th September, 1913 was 
followed by numerous other failures, including that of the Specie 
Bank in November, 1913 «md as many as fifty-five banks went into 
liquidation during 1913-14. Ihe boom during and after the war 
of 1914-18 imparted impetus to new floatations, but when the 
depression set in, a large number of failures took place. Eleven 
banks failed in 1915, thirteen in 1916 and sixteen in 1918, The 
years 1913-24 were a critical period for joint-stock banking in 
India, As many as 161 banks failed during this period and the 
paid-up capital of these banks amounted to about Rs. 6| crores. 
Notable amongst them was the Alliance Bank of Simla in 1923, 
which had for-reaching and disastrous consequences. The out¬ 
standing case of bank failure during recent years was that of the 
Travancore National and Quilon Bank, which went into liquida- 
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lion in 1938- The closure of this bank, which was a scheduled 
bank caused a banking crisis in South India. 

Although the development of banking was rapid after the 
first decade of this century, the progress was marred by several 
bank failures- Among others, the main causes of bank failures 
were small cash reserves in relation to total deposits, high rates 
of interest offered to attract deposits, lack of balance in the 
authorised, subscribed and paid-up capital, negligence of directors, 
absence of technical personnel, fraudulent practices, the gullibility 
of depositors who were easily misled by the window-dressing of 
balance sheets and the payment of dividendvS out of capital, lack 
of inter-bank co-operation, absence of a co-ordinating agency in 
the form of a central bank and want of assistance from Government 
or semi-Government institutions. 

In spite of several legislative attempts to reform banking in 
India, many of the dangers which threaten a banking crisis 
continue to persist. Recently, many Bengali banks including a 
few scheduled ones came to grief. Fifty-seven banks closed or 
suspended operations in 1948. Out of these about half went 
into liquidation or declared moratorium. Although the Banking 
Act of 1949 aims at making the Reserve Bank of India the watch¬ 
dog of the Indian banking system by vesting it with wide and 
discretionary powers* the Reserve Bank should concentrate all 
attention in producing good bankers, because sound banking 
can only grow under the initiative of the right type of personnel. 

After receiving a set-back in 1913-14, joint-stock 4>anking 
again revived and expanded until 1923, when the progress was 
halted. Since then, commercial banking has been forging ahead 
and during and after World War II, the progress achieved is 
phenomena], with only temporary interruptions. The Indian 
banking system withstood the test of World War II admirably, 
and discharged their functions creditably* Unlike the World 
War I, there was no tightness in the money market nor did the 
rates of interest rise. Except from August to October, 1939, when 
Bank of England temporarily raised the Bank Rate to 4 per cent, 
from 2 per cent, the Governments of both England and I$dia 
succeeded admirably in maintaining low and steady interest rates 
by creating cheap money conditions and expanding ^he currency 
according to requirements. Since the cessation of hostilities, the 
Government of India has been maintaining cheap money condi- 
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'lfog»6 with the expansion of the note issue and the Government 
A fc*s declared itself against retreat from this policy. In order to 
check the inflationary spiral, the Government has wisely chosen 
to apply mild doses of disinflation as correctives instead of 
hazarding the risk of a deflation with all concomitant evils of an 
economic depression and unemployment. During the post-war 
period capital, deposits, investments, advances, etc., of Indian 
joint-stock banks recorded sharp increases. Although branches 
of banks multiplied from 1,471 in 1938 to over 5,266 in 1945, they 
grew up in a haphazard manner and were unevenly distributed. 
More often than not, banks opened branches in same places to 
compete with one another, while a vast area of the country remained 
untapped by any system of banking institutions. The ratio of 
cash to total liabilities showed an upward tendency during the 
post-war period. There has been a fundamental change in the 
employment of banks’ funds. The importance of advances and 
discounts showed a relatively declining tendency, while banks 
investments in the Go\ eminent securities absorbed increasingly 
large funds, strengthening their liquidity. It has been reported 
that there were 100 scheduled banks in 1948 with 3.036 officers and 
841 non-schcduled banks with 2,611 officers. 

It may be observed here that the Indian banking system 
encountered a severe crisis, following the division of the country 
on 15th August, 1947 and the Government was obliged to adopt 
suitable remedies. 

Th< Government of India, promulgated on 20th September, 
1947, the Reserve Bank of India (Temporary Amendment) 
Ordinance, 1947, in order to assist banks in emergencies, 
following partition. This Ordinance empowered the Reserve 
Bank to grant emergency advances to scheduled and non*scheduled 
banks against such forms of securities as it deemed sufficient. 
The Ordinance lapsed on 20th March, 1948, 

Consequent on the partition of the country, a few banks, with 
registered offices in East Punjab and Delhi* found that while 
they had most of their assets in West Punjab, almost the entire 
bulk of their deposit liabilities was transferred to their branches 
in the Indian Dominion. As a result of this position and parti¬ 
cularly because of the difficulties of access to their records and 
assets in West Punjab, some of these banks found it difficult to 
make any immediate arrangements to meet their depositors' 
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demands. To facilitajethe smooth working of these banks as well as 
to alleviate the distress of the depositors who were mostly refugees, 
the gram of temporary facilities was thought desirable. Conse¬ 
quently on 27th September, 1947, the Government of India, after 
consulting tire Reserve Bank, promulgated the Banking Companies 
(Easr Punjab and Delhi) Ordinance, 1947, which empowered the 
Central Government to postpone for a period of three months 
the commencement or continuance of all actions and proceedings 
against a banking company which applied for this concession and 
whose registered office was located in the province of East Punjab 
Or Delhi. 

During the period of moratorium the banks concerned were 
to make payments to depositors not exceeding in any particular 
month 10 per cent, of the total of the current and deposit accounts 
at each branch in India or Rs. 250, whichever was less. Similar 
payments were also to be made to depositors who could satisfy 
the bank regarding their deposits in branches! outside India. 
Beyond such payments and normal running expenses the banks 
concerned were not allowed to dispose of any of their assets or to 
accept deposits. To enable the banks to meet these demands, 
the Reserve Bank was empowered* to grant necessary advance^ 
The Government of Pakistan also promulgated the Banking Com¬ 
panies (Pakman) Ordinance, 1947, on 22nd October, 1947. These 
Ordinances lapsed on 27th March, 1948 and 22nd April, 1948, 
respectively. 

Some hanks experienced considerable difficulty early during 
1948 in dealing with bills drawn on firms and coanpanies situated 
m the Punjab and other disturbed areas. In ord&r, therefore, to 
safeguard their interests, the Government of India, on the 
recommendations of the Reserve Bank, temporarily amended, on 
27th December, 1947, the Negotiable Instruments Act, 1881, and * 
the Indian Limitation Act, 1908, by an Ordinance giving power 
to treat bills as dishonoured when presentment was impossible 
due to the prevalence of riots and other disturbances. 

The period of limitation was waived where on account of 
riots or other disturbances a suit could not be instituted in titoe. 
The Government of Pakistan issued a similar Ordinance on 13th 
February, 1948. The Indian Ordinance was allowed to lapse on 
27th June, 1948, The Pakistan Ordinance was mended for a 
further period of three months from 13th May, 1948. 
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, * The following tables illustrate the position of joint-stock 
banks in India and Pakistan:— ‘ 


Scheduled Banks in India 


(hi 000's of Rupees) 



20-5-49 

13-5-49 

21-5-48 

Demand Liabilities 

(<4 Borrowing from Banks 
* (b) OtRer*" 

30,37,36 

33,58,38 

6^9,05,97 

5,68,£8,57 

5,72,53,21 

3,12,68,71 

Tlpe Liabilities 



1 ... 

(a) Borrowing from Banks 

14,00 

t 14,00 


'* (b) Others 

2,81,58,19 

2,81,95,17 ! 


Total Cash .. . . 

36,11,39 

36,74,66 

38,73,44 

Balances with the Reserve Bank 

60,69,68 

54,25,55 

93,96,77 

Advances 

4,76,14,95 

4,88,93,80 

4,35,10,16 

Bills DiscouniM ... ... ... 

* i 

' 17,24,59 

17,12,98 

16,75,59 


Ratio of Cash and Balances with Reserve Bank to Demand and Time 
Liabilities II.0 per tent. 

Ratio of Advances and Discounts to Demand and Time Liabilicief 
56.0 per cent. 

c 


Statement of the Posh ion of the Scheduled Banks in Pakistan 
as vr the Close of Business on the 13th May, 1949. 

1. Demand Liabilities in Pakistan: — 


(a) Borrowings from Banks 

85,89,000 

(b) Other demand liabilities 

88,32,36,000 

Time Liabilities in Pakistan: — 


(a) Borrowings from Banks 

5,02,000 

(b) Other time liabilities 

18,21,59,000 

Cash in Pakistan: — 


( a ) Currency notes of the Government of 


India and Banks notes 

4,69,000 

( b ) Pakistan notes 

3,57,76,000 

(c) India ru]5ee coin . 

96,000 

(d) Pakistan rupee coin 

8,11,000 

(<?) India Subsidiary coin 

1,61.000 

if) Pakistan Subsidiary coin 

1,55,000 
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4. Balances with the State Bank: — 

(a) Principal Office ... 

(b) Other offices and branches 

5. Advances in Pakistan ... 

6. Bills Discounted in Pakistan 


. 13,70,31,000 
.. 1,88,22,000 
. 41,73,02,000 
. 2,70,90,000 


Class A, 


f * $ 

-Banks having Paid-up Capital and Reserves* of 


Rs. 5 LAKHS AND OVER—SCHEDULED BANKS (EXCLUDING 
Imperial Bank of India) 

y (la thousands of Rupees) 



’"Figures upto 1935 include all Banks with Capital and Reserves of 
Rs. 5 lakhs and over. Figures since 1936 are for Indian Scheduled Banks only. 
Note: A—Banks with Registered Offices in the Indian Dominion. 

B—Batiks with Registered Offices in Pakistan. 
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> ‘ -Class A*— Banks having Paid-up Capital and Reserves or 

Rs. 5 LAKHS AND OVER --N ON- SCHEDULED BANKS. 


(In thousands of Rupees^ 








+*• J 
«s 

1 g 

> fc 



Capital and Reserves 






6jC 





§ 

ll 

j3tJ 

* 

C 





■a 

« 

As on 

& 





a « 
§**3 

c 

22 oft 

31st Dec. 

K 

lu-JJ 

C G 
, a 

tUwi 

G *ts 

S f 

«> 

<U 

C 

& 

<L> 

1 

h 

"S3 

s. 

A 

XI 

c » 

— 

X! 5 

a 83 

it s 

*0 «s 

c 

3 8 

S 

g si 

a n *rj 

III 

1936* 

9 

61,49 

53,23 

1,14,72 

5,40,42 

73,27 

3,92,31 

1,27,11 

1937 .. 

9 

58,25 

56,05 

1,14,28 

6,18,68 

86,73 

4,12,17 

1,92,93* 

1938 .* 

9 

73,OB 

59,73 

1,32,81 

6,11,50 

52,37 

4,41,91 

2,07,10 

1939 .. 

12 

1,00,99 

61,62 

1,62,61 

6,99,07 

60,23 

5,28,01 

2,44,45 

1940 .. 

> 17 

1,31,30 

67,24 

1,98,54 

7,88,37 

1,23,76 

5,49,24 

2,74,97 

1941 .. 

19 

1,72,13 

| 86,97 

2,59,10 

8,59,69 

1,48,61 

6,19,41 

7,47,13 

3,05,20 

1942 *. 

25 

1,92,48 ! 

I 83,71 

2,76,19 

13,41,05 

3,53,07 

4,74,28 

1943 

35 

2,10,57 

1 70,20 

2,80,77 

19,33,62 

6,35,92 

! 9,91,57 

5,27,99 

1944 .. 

49 

3,62,56 

! 1,05,67 

4,68,23 

39,06,47 

15,77,45 

117,09,85 

10,67,36 

1945 .. 

67 

5,13,39 

! 1,51,80 

6,65,19 

62,67,96 

20,24,85, 

28,92,17 

20,47,97 

1946 .. 

61 

5,21,91 

1,54,56 

6,76,47 

64,47,46 

18,64,42 

31,00,98 

23,57,72 

194 7A .. i 

65 

4,86,73 

1,75,41 , 

6,62,14 

39,29 

51,92,09 

11,97,90 

31 MM 

17,80,39* 

A 1947B 

5 

31S9 

7,40 | 

1,89,84 

43,74 

1,02,95 

63,33 

Total .. 









(A & B) 

70 

[ 5,18,62 

1,82,81 

7,01,43 

53,81,93 

12,41,64 J 

32,36,59 

18,43,72 


* Figures are for Indian Scheduled Banks only* 

Note ; A—Ranks with Registered Offices in the Indian Dominion. 
JB—Banks with Registered Offices in Pakistan. 
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Class R—Ranks having Paid-up Capital and Reserves between 

Rs. I LAKH AND Rs. $ LAKIfS’." 

(In thousands of Rupees) 



1 

i 

(U 

J2 

I 

oj 

Capital and Reserves ! 


3 

u 

ii 

I! 

a 

a 8 

> S3 

n 

As on 

31st Dec. 

Paid-up 
, capital 

s 

$ 

1 ' 
H ' 

SO 

*5 

8. 

a 

1 . 
*3 

.Sjg 

X5 9 

to 2S 

3 

5| 

f «! 
11* 

1920 .. 

33 

61,42 

19,95 

8U7 

2,33.46 

41,91 



1930 .. 

57 

90,57 

50,28 

1,40,85 

4,39,18 

52,19 

... 


1931 .. 

54 

85,70 

42,02 

1,27,72 

3,92,16 

47,27 



1932 .. 

52 

85,38 

43,97 

1,29,55 

3,92,54 

67,60 



1933 .. 

55 

87,52 

43,19 

1,30,71 

4,74,84 

81,86 

•» * 


1934 .. 

69 

94,46 

54,37 

1,48,83 

5,11,12 

71,51 


... 

1935* 

62 

86,31 

52,43 

1,38,74 

5,27,67 

82,15 

4*59,25 

... 

1936 .. 

71 

94,06 

52,72 

1,46,78 

5,46,41 

99,54 

4,74,28 

58,08 

1937 .. 

j 108 

1,44,15 

72,55 

2,16,70 

8,28,89 

1,32,78 

7,45,82 

1,03,39 

1938 .. 

120 

1,62,48 

78,70 

2,41,18 

8,72,42 

1,28,90 

7,73,61 

1 33 , 5 $ 

1939 .. 

119 

1,57,66 

74,81 

2,32.47 

9,27*26 

1,37,39 

8,85,26 2,14,10 

1940 . 

122 

1,67,42 

I 76,44 

2,43,86 

11,03,96 

2,24,47 

8,14,05i2,08,31 

1941 . 

125 

1,83,35 

72,85 

2,56,20 

11,45,17 

2,67,19 

8,38,23(2,74,57 

1942 

136 

1,99,86 

! 71,49 

2,71,35 

15,60,22 

4,59,31 

10,08,51 '3*57,69 

1943 

I 152 

2,44,58 

i 72,02 i 

3,16,60 

20,89,77; 

6,69,01 

12,53,28J4,75,55 

1944 .. 

162 

2,77,33 

67,85 1 

‘ 3,45,18 

26 31,53 

7,86,91 i 

16,42,665,88.48 

1945 .. 

188 

3,18,45 

82,41 j 

4,00,86 

35,87,74 

10,69,00 

20,37,46:9,30,57 

1946 .. 

198 

3,39,70 J 

85,88 

4,25,58 

35,79,80 

7,86,91 

24,02,899,95,84 

1947A 

185 j 

3,07,44 

86,32 

3,93,76 

29,47,14 

5,95,45 

21,29,38,7,74,86 

194VJB 

Total .. 

17 

33,32 ! 

| ; 

, 7,67 

40,90 

1,87,25 

46,87 

1,30,03 

j 45,09 

1 

(A & B) 

202 

i 

1 3,40,76 i 

1 93,99 | 

4,34,75 

31,34,39 

6,42,32 

22,59,41 |S*19,95 


* Figures upto 1935 include all Banks with Capital and Reserves of 
IK 5 lakhs and over. Figures since 1936 are for Indian Scheduled Banks jifidy. 

Note: A—Banks with Registered Offices in the Indian Dominion 
B—Banks with Registered Offices in Pakistan. 
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©iass C—Banks having Paid-up Capital and Reserves between 


RS. 50,000 AND RS. 1 LAKH * 

(In thousands of Rupees) 




Capita 

L AND ReSFRVFS 


« 

*2 

IS" 

if 







« 

nfl g 

J “» 


a 





5^ 

As on 
3|»t Dec. 

% 





-o 

S3 

« 

X3 

5 

.» 8 

a 

8 % 
Is 5 


«H JS 
« B 

O f£) 
2 

o,73 

3 tJ 

I s 

Reserves 

1 

H 

Deposits 

.5J3 

■Si 

8 * 

|J 

« ** ^ 
•-H 

1939 .. 

112 

60,96 

16,19 

77,15 

2,98,17 

51,98 

2,64,74 

42,09 

1940 .. 

121 

65,42 

18,54 

83,96 

2,85,82 

58,72 

2,58,69 ; 

43,62 

1941 „ 

124, 

, 70,80 

18,89 

89,69 

3,93,32 

9738 

3,08,83 

1 65,04 

1942 .. 

137 | 

1 76,88 

20,57 

97,45 

4,94,58 

1,55,74 

3,39,73 

| 79,64 

1943 .. 

141 ! 

1 78,04 

20,22 

98,26 

6,25,96 

1,97,22 

4,11,69 

1,05,07 

1944 . 

113 j 

62,00 

17,56 

79,56 

5,82,70 

1,59,52 

3,75,51 

1 1,17,71 

1945 . 

137 

77,26 ! 

19,00 

96,26 

8,12,80 

2,10,57 

5,22,56 

I 1,66,62 

1946 

135! 

75,20 ! 

18,89 

94,09 

5,93,27 

1,32,43 

4,50,67 

99,56 

1947A 

119 

66,87 | 

17,22 

84,09 

4,54,51 

82,31 

3,86,63 

j 80,28 

1947B 

12 

5,91 | 

1,78 

7,69 

93,59 

25,69 

53,35 

2,34 

Total .. 






(A & B) 

131 

CO 

c-T 

19,00 

91,78 

5,48,10 

1,08,00 

4,39,98 

87,62 


Class D— Banks having Paid-up Capital and Reserves 


LESS JTH\N Rs. 50,000. 

(In thousands of Rupees) 


Capital and Reserves 


As on 
31st Dec. 


m 

>40 .. 

>41 .. 

>42 .. 

m .* 

44 . 

4$ * 

46 .. 

47 A 
47B 

Total . 
(A A B) 


No. of rej 
Banks 

Paid-up 

capital 

400 

61,52 

332 

47,59 

147 

21,53 

133 

18,21 

161 

22,49 

235 

35,89 

254 

39,20 

216 

32,69 

188 

30,69 

28 

4,24 

216 

34,93 

1 1. } 


75,79 

60,21 

26,15 

22,50 

28,63 

46,14 

48,94 

42,43 

39,65 

5,24 


2,63,23 

2,71,90 

83,82 

74,86 

1,59,38 

3,48,62 

4,05,73 

3,58,74 

3,00,28 

39,47 


I~8 

|g| 

§ i 1 

Sf m 9 
S 


38,03 

46,69 

13.19 

13.20 
44,09 

3,04,05 

1,17,35 

80,66 

62,74 

10,60 


2,86,06 

2,32,15 

84,40 

69,19 

1,21,13 

2,47,36 

2,80,41 

2,82,84 

2,37,76 

25,59 


3,39,75 73,34 2,63,35 


♦Figures are for Indian Scheduled Banks only* 
iVo/e: A—Banks with Registered Offices in the Indian Dpminkm. 
B—Banks with Registered Offices in Pakistan, 








( BANKING ANO CHEDIT 40| 

Branch *—In England the big banks have strewn 

the country with their branches, and branch banking confined 
within proper limits tends to confer positive economic advantages 
upon a country. It helps to mobilise the savings of a society more 
effectively by transferring funds from one area to another accord* 
mg to local needs. It is especially true in India, where the 
agricultural industry has necessitated seasonal demands for money 
in different areas during various periods. Through branch 
banking it is possible to tap the resources of every part of ^the 
country, while assuring rural areas of the facility and credit of 
a good bank. It tends to distribute risks of investment over 
several industries scattered in different parts of the country, and 
to stabilise the volume of loanable capital throughout the country. 

Unscrupulously controlled branch banking may result in an 
undesirable money monopoly. Any intensive competition amongst 
large banks may give rise to unnecessary multiplicity of banks. 
In Bengal particularly the branch banking has been utilised 
more as an evil than otherwise. Small banks are indiscriminately 
opening out uneconomic branches just to catch the public eye, 
and cases are not rare where these small banks, by opening 
branches in remote rural areas, are trying to exploit the unsus¬ 
pecting rural folk and to land them in disaster. It is gratifying 
to observe that some checks have been imposed upon this type 
of reckless branch banking by the Banking Companies Act of 1949. 

The Reserve Bank of India •—The Imperial Bank of India 
acted up to April 1, 1935, partly as a central bank and essentially 
as a commercial bank. It was howevei realised that a full- 
fledged central banking institution was necessary in India to 
ensure the financial stability of the country by unifying the 
banking and currency reserves into a single authority. The dual 
control of credit by banks and of currency by the Government 
was deprecated. The Hilton-Young Commission favoured the 
creation of a central bank, independent qf the Imperial Bank, 
which should be left alone to fulfil its useful role in the credit 
of the country. It recommended a shareholders’ bank with a 
constitution similar to that of the Imperial Bank. It also recom¬ 
mended a proportional reserve system of note issue. The first 
Reserve Bank Bill was introduced by the Government in January, 
1927 and sought to give legislative effect to the scheme of a share¬ 
holders’ bank as adumbrated by the Hi! ton-Young Commission. 
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'It provoked a severe controversy in the Legislative Assembly and 
was abandoned. The bill was revived in 1928 only to court 
failure. The idea of a central bank for India again gathered 
momentum on the recommendations of the Central Banking 
Enquiry Committee in 1931. The Federal Structure Sub-Com¬ 
mittee of the First Hound Table Conference emphasised the 
desirability of such a bank. The White Paper on Indian Refor ms 
published in 1933 made the establishment of a Reserve Bank free 
from political influence a condition precedent to responsibility at 
Centre. The London Committee on Reserve Bank Legislation 
reported in August, 1933 and the Reserve Bank of India Bill was 
introduced in the Legislative Assembly in September, 1933 and it 
became an Act on 8th March, 1934. The Reserve Bank of India 
starred to function from 1st April, 1935, as a shareholders’ bank 
and was nationalised from 1st January, 1949 by the Reserve Rank 
of India Amendment Act of 1948. After nationalisation, all fhe 
fundamental provisions of the original Act have been maintained 
and necessary alterations have been effected in sections which 
related to shareholders’ rights and obligations. All the shares 
have been transferred to the Central Government free of all 
trusts, liabilities and encumbrances. The Government of India 
promissory notes of the 3 per cent First Development Loan, 
1970-75 have been issued as compensation to the shareholders in 
exchange for their holdings at Rs. 118-10 for every share of 
Rs 100. 

The preamble to the original Act states that it is expedient 
to start a Reserve Bank for India to regulate the issue of bank 
notes and the keeping of reserves with a view to securing mone¬ 
tary stability in India and generally to operate the currency 
and credit system of the country to its advantage. 

It was originally a shareholders’ bank with a capital of Rs. 5 
crores, divided into shares of Rs. 100 each fully paid-up. Separate 
registers of shares were maintained at Calcutta, Bombay, Delhi* 
Madras and Rangoon, and each register was assigned a quota of 
shareholding. In order to check subsequent transfer of shares 
and concentration of the same in a few hands, the Reserve Bank 
of India Amendment Act was passed in March, 1940, restricting 
the rights of transfer and voting power. 

The Bank opened offices in Bombay, Calcutta, Madras, Delhi, 
Cawnpore, Rangoon and Lahore, the latter two being subsequently 
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closed. It also established a brands, in London. It is entitled 
to open brunches or agencies elsewhere in India and outside with 
the consent of the Governor-General. 

The general superintendence and direction of the bank was 
entrusted to a Central Board of Directors which consisted of 16 
members, who were nominated by the Government, Local Boards 
were established for Calcutta, Bombay, Madras and Delhi with 
eight members, nominated by the Government The Local 
Board had to advise the Central Board on such matters as might 
be generally or specifically referred to it and had to perform 
such duties as the Central Board might by regulation delegate to 
it. The Local Boards were thus mainly advisory in their nature. 
The bank may accept deposits without interest from the 
Government, local authorities, bank* and any other person. The 
Bank is empowered to buy, sell and rediscount bills of exchange 
and promissory notes, arising out of bona fide commercial transac¬ 
tions, bearing two or more good signatures, one of which must 
be that of a scheduled bank and maturing within 90 days from 
the date of such purchase or rediscount, exclusive of days of 
grace. In case of agricultural bills drawn or issued for financing 
seasonal agricultural operations or the marketing of crops, the 
period allowed is nine months, and one of the two signatures has 
to be that of a scheduled or a provincial co-operative bank. Bills 
maturing within 90 days since the date of purchase, bearing the 
signature of a scheduled bank, may also be purchased, sold or 
rediscounted if they are issued or drawn for holding or trading 
in Government securities. It is entitled to purchase from and sell 
to scheduled banks of sterling in amounts of not less than the 
equivalent of one lakh of rupees. It is also entitled to purchase, 
sell and rediscount bills of exchange drawn in or on any place 
in the United Kingdom provided such business is transacted with 
scheduled banks. The bank may keep balances with, banks in 
the United Kingdom. It may advance loans and advances to 
States in India, local authorities, scheduled banks or provincial 
co-operative banks, repayable either on demand or on the expiry 
of fixed periods not exceeding 90 days, against trustee securities, 
gold or silver, eligible paper, promissory notes of scheduled or co¬ 
operative banks supported by documents of titles to goods. The 
bank may give ways and means advances to the Central Govern¬ 
ment or Local Governments repayable within 90 days. It may pur- 
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and sell securities of the Government of India and of the 
United Kingdom subject to certain maxima, The bank may act as 
agent to the Secretary of State, the Governor-General, Local Gov¬ 
ernments ot local authorities in the manor of purchase and sale 
of gold or silver, management of public debt, etc. It may also 
make an agency agreement with central banks in other countries. 
The bank is authorised to borrow money for a period not exceed¬ 
ing one month from scheduled banks or other central banks. 
The bank is entitled to issue bank notes subject to certain con¬ 
ditions. It may generally transact all business incidental to or 
consequential upon the exercise of its powers and duties. It 
Should be observed that the bank is authorised to purchase, sell 
and rediscount bills of exchange drawn on and payable in India 
in order to enable the bank to discount rupee import bills in the 
event of such bills coming into existence in the future. If in the 
opinion of the Central Board it is necessary to regulate credit: in 
the interests of Indian trade, commerce, industry and agriculture, 
the bank may purchase, sell, or discount eligible papers (bills of 
exchange and promissory notes) directly in the open market 
(without the signature of a scheduled or a co-operative bank) or 
it may make loans and advances and purchase and sell sterling. 

The bank is prevented from engaging in trade or having a 
direct interest in any commercial or industrial undertaking 
w (except by way of satisfaction of its claims), purchasing its own 
shares, the shares of any other bank or any company and granting 
loans on such security. It is also prohibited from advancing 
money on immovable property or from owning such property 
(except for its own business premises, etc,), allowing interest on 
deposits and drawing or accepting bills payable otherwise than 
On demand. 

It is a statutory obligation of the bank to transact Govern¬ 
ment business, viz., to receive moneys and to make payments, to 
Carry out their exchange, remittance and other banking opera¬ 
tions, including the management of public debt. The bank has 
the right to transact Government business in India and is entitled 
to receive cash balances for deposits free of interest (except where 
the bank has no branches or agencies). The bank must also be 
entrusted with the issue of new loans. 

The bank possesses the sole right of issuing bank notes in 
India. The Issue Department is separated from the Banking 
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Department on the model of the Bank of England and the Indian* 
Act prescribes the proportional method of holding reserves and 1 
not the English method of a fixed amount of fiduciary issue* The 
assets and liabilities of the Issue Department are to be kept 
distinct from those of the Banking Department The bank notes 
are legal-tender and guaranteed by die Governor-General in order 
to promote greater confidence in the note issue, as recommended 
by the Hilton-Young Commission* 

The assets of the Issue Department shall consist of not less 
than two-fifths of gold coin, gold bullion, sterling securities pro¬ 
vided that the amount of gold shall not be less than Rs. 40 crores 
in value. Of the gold coin and gold bullion, not less than 
!7/20ths be held in India. The remaining three-fifths of the 
assets may be held in rupee-coin. Government of India rupee 
securities Of any maturity and such bills of exchange and promi¬ 
ssory notes payable in India as are eligible for purchase by the 
bank, provided that the rupee securities shall not exceed one- 
fourth of the total amount of the assets or Rs. 50 crores, which¬ 
ever amount is greater, or with the previous consent of the 
Governor-General such amount plus a sum of Rs. 10 crores. 
Gold is to be valued at its par value, t.e., 8 47512 grains of fine gold 
per rupee, rupee coin ar its face value and securities at market 
rate. The bank is authorised, with the previous sanction of the 
Governor-General for periods not exceeding thirty days in the 
first instance which may, with like sanction, be extended from 
time to time by periods not exceeding 15 days, to hold* as assets 
gold coin, gold bullion or sterling of less than two-fifths of the 
total assets. The bank is required to pay a tax on the deficiency 
during the period of suspension of assets requirements at Jbank 
rate with an addition of l per cent per annum when such holding 
exceeds 32| per cent of the total assets, and of a further \\ per 
cent in respect of every further decrease of 2| per cent or part 
of such decrease, provided that the tax shall not in any event 
be payable at a rate less than 6 per cent per annum* The bank 
is obliged to supply different forms of currency. It is thus 
obliged to issue rupee coin on demand in exchange of bank notes 
and currency notes ox bank notes in exchange of coin which is 
legal tender. It must convert notes of five rupees or upwards 
into notes of lower value or other coins which are legal tender 
in such quantities as may in the opinion of the bank be required 
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for circulation. The Governor-General shall supply such coins to 
the bank on demand. Afrer joining the International Monetary 
Fund, the Reserve Bank accepts the principle of multilateral con¬ 
vertibility tod has in consequence been empowered by an 
amending Act to hold as reserves other foreign securities and 
foreign exchanges. A laige amount of sterling securities of the 
hank was utilised for the redemption of India's sterling debt and 
for the consolidated payment of sterling pensions and in conse¬ 
quence the limit on its holding of rupee securities was withdrawn 
by an amending Act in 1941. 

There is a statutory obligation on die bank to buy and sell 
sterling to maintain the exchange value of rupee at Is. 6d., 
although this provision has been amended since India joined the 
International Monetary Fund making it obligatory upon the Bank 
to make rupee multilaterally convertible. 

Every bank cairvmg on the business of banking in India 
included in the second schedule (t.e v having a paid-up capital and 
reserves of not less than Rs. 5 lakhs) is required to maintain with 
the Reserve Bank a balance the amount of which shall not be 
less than 5 per cent of its demand liabilities and 2 per cent of its 
time liabilities in India at the close of business on any day. This 
provision is intended primarily to enable the Reserve Bank of 
India to centralize the banking reserves of the country in order 
to be able to regulate and control the credit position in the 
countrv by conti oiling the total volume of bank money created 
by member banks. It also serves to provide for partial liquidity 
and safety of the deposits of member banks, who are also expected 
to keep sufficient till money. Every scheduled bank must also 
send a weekly return both to the Reserve Bank and the Governor- 
General, disclosing its demand and time liabilities in India, the 
total amount of the Government of India and bank notes held 
in India, the amounts held in rupee coin and subsidiary coin, 
the amount of advances made and bills discounted in India and 
the balances held at the Reserve Bank. 

The Reserve Bank entered into an agreement with the 
imperial Bank of India, subject to the approval of the Governor- 
General-in-Council for a period of fifteen years. It will remain 
in force thereafter until terminated after five years' notice on 
Wher side, provided the Imperial Bank maintains a sound 
financial position. The agreement provides that the Imperial 
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Bank is to be the sole agent of the Reserve Bank at all places in 
India, where there is a branch of the Imperial Bank of India at 
the time the Reserve Bank Act comes into operation and Where 
there is no branch of the Banking Department of the Reserve 
Bank. The Reserve Bank is to pay the Imperial Bank for the 
first ten years a commission on the total of receipts and disburse¬ 
ments dealt with annually by die Imperial Bank on account of 
the Government. Later, the scale of commission will be revised. 
In consideration of the Imperial Bank of India maintaining the 
existing number of its branches, the Reserve Bank will pay to the 
former annually for the first five years Rs. 9 lakhs, for the next 
five years Rs, 6 lakhs, and for the next five years Rs. 4 lakhs. 
The Imperial Bank cannot open any branch in substitution for 
a branch existing at the time this agreement comes into force, 
without the approval of the Reserve Bank. 

A Reserve Fund was created with Rs. 5 crores worth of rupee 
>ecurities transferred to it by the Governor-General-in-CounciL 
Originally a dividend limitation of a maximum of 6 per cent was 
fixed, although the Bank never paid any dividend exceeding 4 
per cent up to the time of ins nationalisation. 

The Reserve Bank shall make public from time to time 
the standard rate at which it is prepared to buy or rediscount 
bills of exehangt or other commercial paper eligible for purchase 
under this Act. The bank has discretion to discount agricultural 
bills at concessional rates below the rate for discounting or re¬ 
discounting commercial paper. 

The bank is obliged to submit a weekly return to the 
Governor-General of the account of the Issue and Backing 
Departments in the prescribed form. It is to be published in the 
Gazette of India. Similarly a copy of the annual accounts is to 
be submitted to the same authority. The weekly returns of the 
bank indicate normally the conditions of the Indian money market. 

The Reserve Bank Act imposed an obligation on the bank to 
create a special Agricultural Credit Department, which is to main- » 
tain an expert staff to study all questions of agricultural credit 
and should be available for consultation by the Governor-General, 
Local Governments, provincial co-operative banks and other 
banking organizations. The Department is to co-ordinate the 
operations of the bank regarding agricultural credit and its tela- 
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, mm with provincial co-operative banks and any other bank or 
organizations engaged in the business of agricultural credit 

At the earliest possible time and in any case within three 
years of its establishment, the Reserve Bank was required to make 
a Report to the Governor-General-in-Council with proposals if it 
thought fit for legislation for the improvement of the machinery 
for dealing with agricultural finance and for effecting a closer cor¬ 
relation between agricultural enterprise and the operations of the 
bank. The bank was required to make a report regarding the 
extension of credit facilities to indigenous bankers. 

M. L. Darling was accordingly deputed to investigate the 
working and present state of the co-operative banks and credit 
Societies and the part which indigenous bankers play in the rural 
economy of the country. He submitted hts report in May, 1935. 
The authorities of the bank, after considering the proposals, 
decided to request the Local Governments through the Govern¬ 
ment of India to collect and furnish to the bank further particulars 
regarding co-operative banks, credit societies and other agencies, 
e.g.i indigenous bankers and moneylenders, engaged in the business 
of agricultural credit. Meanwhile, the bank submitted to the 
Government of India in December, 1936, a preliminary report on 
agricultural credit in order to enable the various parties concerned 
to examine the entire question from a practical point* of view. 
This was followed by the Statutory Report by the end of 1937. It 
indicated the various lines in which improvements could be 
effected in the mechanism of agricultural credit especially co¬ 
operative institutions with a view to assist Indian agriculture in 
collaboration with the Reserve Bank. 

During these few years of working, the Reserve Bank has 
done very useful service in stabilising monetary conditions in India 
to a certain extent. During the war and in the post-war period, 
dbo Reserve Bank has been able to keep up the tempo of economic 
activities in India by maintaining cheap money conditions with 
prevailing low rates of interest. It has been assiduously maintain¬ 
ing the rupee value in terms of foreign currencies and controlling 
foreign exchanges in such a way that India may conserve those 
foreign exchanges, which are necessary for her development pro¬ 
jects on various economic sectors. In India the demand for 
money is seasonal in character. Large funds are necessary from 
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November to June when money rates tend to rise, while precipitate 
declines in interest rates are noticeable during slack season from 
June to October. The Reserve Bank has succeeded to a great 
extent in equating these varying money rates through monetary 
manipulations. By organising a market in Government Treasury 
bills by selling the same by public tenders and through inter¬ 
mediaries, the Reserve Bank offers possiblities of short-term 
investments during slack season. These Government Treasury 
bills maturable after three months also provide an Opportunity of 
obtaining funds for the Government at reasonable rates of interest. 
The Reserve Bank frequently indulges in buying and selling 
Government Securities and thereby puts funds into the market 
when money is tight and draws surplus purchasing power when 
money conditions are easier. As vStable security prices are an 
essential feature of a sound monetary system, the Reserve Bank 
operates in the security market to maintain gilt-edged prices. The 
Reserve Bank has been giving help and guidance to the co¬ 
operative movement through its Agricultural Credit Department. 
Although there is a statutory obligation of scheduled banks to 
keep a certain amount of their cash with the Reserve Bank, it is 
too small a part of the reserves, which are necessary to guarantee a 
sound working of the banking system. \s it has been recognised 
that the powers of the Reserve Bank in relation to other banks, 
both scheduled and non-scheduled, are limited, the Banking Act 
of 1949 has been passed, bestowing requisite powers upon the 
Reserve Bank to regulate the banking systems of India. In 
addition, the Act has enabled the bank to expand its powers of dis¬ 
count and rediscount in order to encourage the development of 
a bill market in India, the absence of which is an outstanding 
drawback of India's monetary system. Owing to the existence 
of modern banks on one side and indigenous bankers on the 
other, there has grown a large variety of bills and handles with 
no uniformity. Heavy stamp duties, lack of warehousing facili¬ 
ties, shyness of bankers’ credits, etc,, have stood in the way of 
a bill market to develop on modem lines. Although the Reserve 
Bank has been vested with powers and duties of controlling credit 
and currency, it will not be able to achieve any large measure 
of success, unless the numerous indigenous banks, controlling 
over 80 per cent of total credits in the country, are brought 
within the orbit of the bank. 



INDIAN AND PAKISTANI ECONOMICS 



A weekly Statement of the Reserve Bank of India is repro* 
duced below: — 

RESERVE BANK 
ISSUE DEPARTMENT 
(In 000*8 of Rupees) 

Week Ended 


Liabilities— 

Notes in Banking Department ... 
Notes in circulation 

27-5-49 

32,25,35 

11,78,87,26 

20-5-49 

23,78,66 

11,87,17,32 

28-5-48 

21,62,95 

13,28,85,06 

Total Notes issued 

Assets— 

A. Gold Coin and Bullion 

Foreign Securities 

12,11,12,61 

40,01,71 

7,10,34,38 

12,10,95,98 

40,01,71 

7,10,34,38 

13,50,48,01 

44,41,45 

11,35,32,89 

Total of A 

B. Rupee Coin . 

Rupee Securities Inr. Bills of Ex, etc. 

7,50,36,09 

47,04,29 

4,13,72,23 

7,50,36,09 

46,87,66 

4,13,72,23 

11,79,74,34 

42,89,62 

1,27,84,05 

Total 

12,11,12,61 

12,10,95,98 

13,50,48,01 

BANKING DEPARTMENT 

Liabilities— 



Capital paid-up ... 

Reserve Fund 

Deposits— 

(a) 1 Central Government 

2 . Other Governments 

(b) Banks 

(c) Others 

Bilks payable , * 

Other Liabilities ... 

5,00,00 

5,00,00 

1,48,36,66 

21,13,73 

65,70,20 

60,21,08 

4,33,41 

16,41,35 

5,00,00 

5*00,00 

1,49,52,50 

18,61,96 

63,68,75 

60,81,20 

5,55,77 

16,38,70 

5,00,00 

5,00,00 

2,92,58,65 

29.40.98 
1,02,09,18 

44,81,03 

1,91,66 

17.41.98 

Total 

Asset#— 

3,26,16,43 

3,24,58,88 

4,98,28,48 

Notes ... 

Rupee Coin . . , 

Subsidiary Coin 

Bills Discounted Int. 

Government of India Treasury Bills 
Balances held abroad 

Loans to Governments 

Other Loans, etc. 

Investments 

Other Assets 

32,25,35 

13,47 

1,55 

64,84 

9,37,17 

1,55,38,20 

3,49,00 

7,66,82 

1,11,99,93 

5,38,10 

23.78.66 
9,31 
1,53 

45,84 

88.88.67 
1,64.06,36 

2,86,00 

7,08,32 

1,11,96,69 

5,37,50 

5,21,62,95 

12,14 

1,48 

5,00 

1,87,04 

4,15,45,75 

18,00 

52,95,06 

5,96,06 

Total 

3,26,16,43 

3,24,58,88 ~ 

4,98,23,48 


Central Government Treasury Bill* s— These bills are a 
ftttto of a short-term borrowing of die Government and are 
usually issued for a term of 3 months. They are sold through 
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the offices and branches of the Banking Department of the Reserve 
Bank (except at Delhi) either by tender or at an intermediate 
tap rate. The usual procedure for their sale is as follows: 
When it is decided that tenders should be called for, a press 
communique stating the date on which the tenders will be 
received, the amount and the currency,of the bills offered for 
tender, and the date on which payment for accepted tenders 
should be made, is issued to the press for publication and is also 
communicated to important banks, brokers and firms. The appli¬ 
cations for tender should state dearly the terms of the bills 
applied for, the amount of the bilks required and the rate which 
the tenderer is prepared to pay. The rate offered should be * 
expressed in rupees, annas and quarter annas for each Rs, 100 
nominal of the bills applied for. If tenders received are in excess 
of the amount offered, a proportionate allotment is made when 
necessary, the minimum allotment being Rs, 25,000. Treasury 
bills are available in the following denominations only namely, 
Rs. 25,000, Rs. 50,000, RvS. I lakh, Rs. 5 lakhs, Rs. 10 lakhs and 
Rs. 50 lakhs. When it is decided to sell intermediate treasury 
bills on tap, an announcement to that effect is ordinarily included 
m the usual communique giving the results of the tenders, the 
rate for such bills also being announced at the same time. On 
maturity, the treasury bills are paid at the office or branch of the 
Reserve Bank from which they were issued. 

Clearing System :—The clearing system is an essential 
adjunct of the modern banking organisation. The cheque system 
has become so popular that the hulk of financial transactions in 
modern society is done through the medium of cheques. When 
a creditor is paid by a cheque, he generally pays it to his 
banker, who collects it from the drawee bank and credits his 
customer with the same. Now, in thk* way, all banks in the 
country have cheques upon one another. Instead of going to 
each bank for actually collecting cash lor a cheque, the banks 
in a country agree to meet in one place at different times of the 
day, and there they cancel their mutual obligations. This 
meeting place is the Clearing House, and every bank, who is a 
member of the clearing house maintains an account with the 
same. Credits and debits of banks are mutually cancelled, and 
any difference amongst them is either paid for or realised from, 
according to whether any bank becomes a debtor or a creditor, 
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:31ms, die Gearing House system obviates the need of passing 
'actual coins amongst them, and thereby minimises the risks of 
collection, and economises in time, expenses, etc. In India, the 
functions of the Clearing House are now performed by the 
Reserve Rank of India at Calcutta, Bombay, Madras, Cawnpore 
and Delhi. No bank can become a member of the Clearing 
House as by right. In order to be enlisted as a member, 
its name should be proposed and seconded by two existing 
members, and approved of by the majority of the members 
of the Clearing House. Since all Clearing Banks maintain 
accounts with die Reserve Bank, differences in their respective 
obligations are paid for by adjusting their accounts with the 
Reserve Bank at the Clearing House. Any bank who is a 
member of the Clearing House is known as a Clearing Bank. 

Non-clearing banks, that is, those who are not members of 
the Clearing House experience great difficulties in practical 
working. Their cheques are not cleared through the Clearing 
House. The Clearing Banks generally send cheques of such 
banks to the latter for cash collection, and the expenses of collec¬ 
tion are debited to the accounts of customers in whose credit 
such cheques are deposited. Hence, the people are reluctant to 
accept such cheques of non-clearing banks. Of late, however, 
these banks m Calcutta have made some private clearing arrange¬ 
ments amongst themselves. They have formed an association 
called the Metropolitan Banking Association which has made 
clearing arrangements for its members. All cheques of these 
members arc presented in one place, and then they collectively 
pay one another in cash. Even Clearing Banks have agreed to 
go to this common meeting place, and collect cash for cheques 
of non-cleanng hanks. This arrangement has obviated the 
necessity of sending men for casfh collection all over the place. 
As a result the Clearing Banks no longer charge their customers 
any collection expenses. The Metropolitan Banking Association 
also insists on the fulfilment of certain conditions before enlisting 
any bank as its member. 


If any bank can make its clearing arrangement with » 
Clearing Bank, it is called a Sub-Clearing Bank* AU cheques of 
the Sub-Clearing Banks pass through the Gearing House oh the 
^ponrihitity and guarantee of the Clearing Bmk £ which 
the bub-Qearing Bank has made its arrangement. / 
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The following table illustrates the position of cheque 
clearances: — 

Clearing House Returns 


Number in thousand. 
Rupees m lakhs. 
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I 
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1938-39 

N 

4,20 

f 

| 4,93 

t 40 

1 

1 13 

~! 

! 

1,06 

10,73 


Average ; 

1947 48 

A 

65,52 

77,89 

! 1,55 

98 

, 8,24 

1,54,18 

2,36 

of i 

N 

6,98 

[ 6,40 

1 64 

35 

! 1,98 

16,54 

4,69,74 

2,79 

Months 


A 

2,04,39 

2,16,66 

I 10,54 

9,15 

, 29,00 

42,79 

I 

1948 49 

N 

7,61 

M2 

72 

44 

2,16 

16,36 

3,33 



A 

2,28,21 

1 2,21,27 

1 12,39 

1 11,70 

t 33,50 

5,07,08 

50,13 

January, 

1949 

N 

8,16 

I 5,51 

79 

42 

| 2,14 

17,02 

3,38 


A 

2,48,73 

2,32,48 

12,32 

11,36 

t 34,53 

5,39,41 

52,40 

February, „ 

N 

7,43 

5,1 5 

70 

42 

2,21 

15,92 

4,57,64 

2,97 



A ] 

2,02,52 

1,96,10 

12,09 

11,02 

35,91 

42,61 

March 

*» 

N 

8,43 

6,02 

j 87 

45 

2,59 

18,36 

3,65 



A 

2,62,33 

2,49,93 

J 15,62 

12,78 

38,84 , 

| 5,79,50 

56,95 

Week ended 



s 

March 4, 1949 

N 

1,97 

1,29 

i io 

1 io 

62 

' 4,14 




A 

61,39 

58,35 

1 2,36 ; 

1 2,82 

8,97 

1,33,89 


n 11 » >r 

N] 

" 1,98 

1,34 

21 i 

10, 

60 

i 4,24 




A ! 

55,53 

51,56 

3,82 1 

1 2.37 i 

8,12 

I 1,21,41 


*» 18, ,, 

N! 

1,75 

1,18 

IS 

7 

58 

1 3,72 




A 

54,22 

46,81 

1,98 , 

1,91 

9,27 

1 1,14,19 


», 25, „ 

N 

! 1,76 

1,41 

21 ! 

11 

57 

| 4*06 




A 

j 

I 55,21 

1 56,33 

3,74 , 

3,40 

8,75 

| 1,27,42 

- 


N —Number of Cheques A—Amount. 

* Ahmedamad, Amritsar, Calicut, Coimbatore, Lucknow, Madura, 
Mangalore, Nagpur, Simla, Patna (from April, 1943), Allahabad (from 
October, 1943), Bangalore (from October, 1944), Julhmdur (from February, 
1945), Agra (from May, 1945), Dehra Dun (from February, 1946), Alieppey 
(from November, 1946), Rajkot (from January, 1947), Gaya (from March, 
1947) and Poona and New Delhi (from August, 1947) 

Portal Savings Banks, etc. :—Government Savings Banks 
were established m the Presidency towns between 1833 and 1835, 
District Savings Banks were started in 1817 in connection with 
certain select district treasuries. The Post Office Savings Banks 
were opened in all parts of India in 1882 and 1883, and absorbed 
the District Savings Banks' business in 1886 and that of the 
Presidency Savings Banks in 1896, These Postal Savings Banks 
provide the tower income groups of petite with means of keeping 




INDIAN AND PAKISTANI ECONOMICS 


i^iamtain any specific cash reserves against their liabilities. 
These are treated as unfunded debt for capital expenditure. The 
Government provided increased facilities in 1914 to depositors by 
raising the limit of the amount of annual and total deposits, 
allowed to an individual depositor. The limit has been increased 
further since that date. In order to popularise these banks, the 
Government have offered facilities to sell various Government 
Bonds through Post Offices. The following table illustrates the 


popularity of these institutions. 

Postal Savings 


Lakhs of Rupees 



1938-39 .. 

1946- 47 .. 

1947- 48— 

Up to 14th 

Aug. 

From 15 th ' 
Aug4 

December 1947 
January 1948 
February „ 
March „ 
April „ 

May „ 

June 

Juty 

August 
September „ 
October „ 
November „ 
December „ 
January 1949 


j 1 

2 ' 

3 

4 

5 

6 _ ! 

1 

8 

9 

1 

14,71 

59,5 7 i 


r ~ 


44,61 

8I,8«I 

49 


4,97 

39,221 

] 

5,18 

21,76 

70,62 

91,68 

1,42,35! 

10,93 

1,06 

f 

37,69 

4,79 

7,18 

74,98 

i 

38,67 

1,46,81* 

— 

6,02 

- 

—3,07 

—40 

13,22 

9,21 

47,88 

11,031 

i 

—3*17 

, 

-1,74' 

—24 

1,93 

5,73 

6,14 i 

2,75 


—2,39 


—2.19 1 

—30 

1,99 

7,02 

5,96 

3,40 

—. 

-2,74 

—. 

—2,60 

— 35 

1,83 

8,09 

1 6,10 

4,94 

— 

- -2,97 


—3,07 

—40 

2,24 

9,21 

12,25 

11,03 

— 

—3,17 

— 

—3,47, 

- 44 j 

2,21 

10 f 45 

7,12 

13,28 

— 

— 3,31 

— 

—3,94* 

-48 ! 

3,16 ( 

12,89 j 

i 7,25 

14,79 

i 

—3,43 

1 

*~4,30j 

—51 ' 

1 1,65% 

13,92 V 

1 9,26 i 

18,80 

— ; 

—3,52 

1 ; — 

—4,68 

- 53 

j 1,43 

14,79 

7,39 

21,15 

—- | 

—3,59 

1 —1 

—5,0} 

— 56 

1 1,47 

15,77 

6,39 

22,80 

— 

—3,66 


—5,38 

—59 

1,69 

16,93 

7,31 

24,88 

— 

—3,73 

I — 

—5,73 

—62 

1,76 

18,28 

6,05 

25,60 

*— : 

-3,80 

1 — 

—6,08 

—64 

1,77 

19,61 

6,U 

26,26 

— 

—3,85 

1 

1 

—6,46 

*—67 

1,99 

21,n 

6,66 

26,94 

— 

—3,92 

1 

1 

1 

—6,80 

— 71 

1,84 | 

! 

22,45 

i 

6,38 

27,61 

l 

— 

—3*96 


* At the end of period. 

t Were replaced by National Savings Certificates from 1st October, 1943. 
t Figures irom 15th August, 1947 relate to India only. Outstandings 
from 15th August, 1947 represent the balance of the Indian Dominion only 
as from that date and do not include India's share of the earlier outstandings. 

| Including 5 year and 7 year National Savings Certificates issued from 
1st June, 194#. 7 8 
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Tlie Indian Money Market t—The Indian Money market 
consists ^Several constituents, which are loosely interlinked 1 with 
one another. It is found in practice that each section qifcspes 
on distinct types of business and amongst the indigenous bankers 
there are various distinct group doing individual categories of 
business and charging differing rates of interest. The Indian 
Joint-stock Banks are in competition with the Imperial Bank of 
India and exchange banks and there is lack of proper co-opera¬ 
tion amongst them. Even amongst the joint-stock banks, there 
is undesirable relation between the small-sized and big banks. 
The co-operative banks stand by themselves and have little 
contacts with other banking systems. Although the Reserve 
Bank has been attempting to co-ordinate the activities of all 
banking institutions, progress achieved so far is negligible. The 
real difficulty lies with the indigenous banks, which control a 
large part of die total credits in the country. 

The sectional organisation of the money market has caused 
:onfusion in money rates throughout the country. It was 
•emarked by the Central Banking Enquiry Committee that the 
act diat a call rate of | per cent, a hundi rate of 3 per cent, a 
lank rate of 4 per cent, a Bombay bazar rate for bills of small 
raders of 10 per cent can exist simultaneously indicates an extrao¬ 
rdinary sluggishness in the movement of credit between the 
arious markets. In consequence, there is no close inter-relation 
between the Bank Rate, that is, the Reserve Bank Rate and other 
noney rates, which are not influenced by the Bank Rate as in 
ulier countries. That different rates prevail in various centres 
s illustrated by die table on p. 418. 

There is little co-relation between the bazar rate and other 
tanks’ rates. The shroffs discount hunches, give loans to cultiva- 
ors and they do not discount trade bills nor purchase Govern¬ 
ment loans. They do not even lend on Government papers* Or 
a other words, they do not usually compete with joint-stock 
anks and are largely independent of the latter. Hence other 
anks 7 rates do not influence shroffs’ rates, although in times of 
.ringency the shroffs’ rate tends to approximate to banks’ rate, 
hen shroffs are forced to obtain funds from banks* The 
unedy of such a confusion in money rates lies in organising a 
roper bill market in India under the aegis of the Reserve Bank 
E India* 

27 
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Short-term Money Rates 


Per cent* per annum 




MM 

If 

a& 

•si 

CQ 

jr 

M 

O 

I 

i 

! Call Money 



Deposit Rate 






Rate 


3 

months 

6 months 

Average of 
Fridays 


JS 

1 

2 

Calcutta 

Madras 

! 

5 

i 

3 

6 

1 

« 

a 

7 

jj 

g 

m 

8 

S 

9 

IS 

1 

2 

10 

1947-48 .. 


R. 

0 

A . P . 

7 2 

1/2 

1/2 

3/4 

3/4 

1/2 

1/4 

1 - 1/8 

3/4 

1/2 

1948-49 .. 


0 

7 11 

9/16 

1/2 

3/4 

M /8 

1/2 

1/4 

1 - 7/16 

3/4 

1/2 

February 

1948 

0 

7 1 ! 

1/2 

1/2 

3/4 

5 / 8 ' 

1/2 

1/4 

1 - 5/16 

3/4 

1/2 

March 


0 

8 0 

1/2 

1/2 

3/4 

1 - 1 / 8 : 

M /8 

1/2 

1/4 

1 - 3/8 

3/4 

1/2 

April 


0 

7 11 

1/2 

1/2 

3/4 

1/2 

1/4 

1 - 3/8 

3/4 

1/2 

May 


0 

8 0 

1/2 

1/2 

3/4 

M /8 

1/2 

1/4 

1 - 3/8 

3/4 

1/2 

Tune 


0 

7 11 

1/2 

1/2 

3/4 

M /8 

1/2 

1/4 

1 - 3/8 

1 3/4 

1/2 

July 


0 

7 2 

1/2 

1/2 

3/4 

1 - 1/8 

1/2 

: 1/4 

1 - 3/8 

3/4 

1/2 

August 


jo 

7 11 

1/2 

1/2 

3/4 

M /4 

1/2 

! 1/4 

1 - 3/8 j 

I 3/4 

j 1 / 2 * 

September 


10 

8 6 

1/2 

1/2 

3/4 

M /8 

1/2 

1/4 

1 - 3/8 , 

i 3/4 

1 1/2 

October 


0 

8 11 

1/2 

1/2 

3 / 4 ' 

M /8 

1/2 

1/4 

1 - 3/8 

3/4 

1 1/2 

November 



— 

1/2 

1/2 

3/4 

M /8 

1/2 

1/4 

1 - 3/8 | 

1 3/4 

- 1/2 

December 

»» 

1 

— 

5/8 

1/2 

3/4 

M /8 

1/2 

1/4 

1 - 3/8 1 

! 3/4 

I 1/2 

January 

1949 


— 

13/16 

9/16 

3/4 

M /4 

1/2 

1/4 

1 - 5/8 1 

! 3/4 

1 1/2 

February 



— 

3/4 

1/2 

3/4 

M/8 

1/2 

1/4 

1 - 5/8 i 

3/4 | 

i 1/2 

March 



— 

3/4 

1/2 

i 

3/4 

M/8 

1/2 

1 1/2 

1 - 5/8 j 

3/4 j 

! 3/4 


A’o/e:—Reserve Bank of India Rate 3 per cent from 28th November, 1935. 
Imperial Bank of India Hundi Rate 3 per cent from 24th January, 1941 to 
I8tn January 1949 and 3J per cent thereafter. 


The seasonal demand for money is an outstanding feature 
of the Indian money market. From November to June, large 
funds are necessary to finance crop movements and money rates 
Show upward trends, while from July to October, money returns 
to banks and the slack season is witnessed, bringing about 
declines in money rates. The Reserve Bank has succeeded to a 
large extent in equating money rates over different periods by 
maintaining the Bank Rate unchanged, selling Government 
Treasury Bills during slack seasons and undertaking open market 
operations in securities. It has not yet been able to utilise the 
most influencial mechanism of the discount rate to any effective 
degree owing to the absence of a bill market. 
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The Bill Market in India i—The lack of an orgaiakNed Ml 
market is at* outstanding drawback of the Indian money market 
A bill market is essential for the smooth working of the credit 
structure of a country* A central bank will not be able to control 
credit in the absence of a bill market, In India, the scheduled 
banks invested only 16 48 crores in bills for the week ended 27th 
May, 1949 out of their total deposits of Rs. 875*94 crores and this 
discloses the paucity of bills in this country. The Reserve Bank 
of India finds difficulty of making advances to banks, who cannot 
produce sufficient discountable papers. In order to meet this 
difficulty, the Reserve Bank has now been authorised to advance 
on any securities, which the Bank may deem to be proper cover. 
This is only a palliative measure and unsound from the banking 
point of view. Attempts should be made to expand the bill 
portfolio of banks, who can approach the Reserve Bank for 
advances by ,offering sufficient discountable papers. The present 
tendency of joint-stock banks to invest relatively large funds in 
Government securities should be discouraged. The development 
of a bill market in India has been among other factors impeded 
by the defective grounding of the bazar hundi, which is not 
readily acceptable to banks, which are obliged to insist on the 
personal security of the endorsing .shroff, if he happens to be 
on the bank’s list of approved shroffs. It is not clear on the face 
of a bazar hundi whether it is a pure finance bill or a genuine 
trade bill, since it is not always accompanied by documents like 
sale contracts, invoices, documents of tide, etc., whereby the bill 
could be supported and connected with a particular lot of goods 
or produce. The free use of hundis is rendered difficult by the 
variety of languages in which the hundis are drawn, diversity of 
customs regarding days of grace, etc,, widespread illiteracy of 
the masses, the heavy stamp duty on mudati hundis (usance bills), 
etc. The development of a bill market in India has been ham¬ 
pered by the system of cash credits which is largely in practice in 
inland trade finance in India, It offers certain advantages to the 
lender and the borrower, 

Among various measures suggested to develop a bill market, 
it has been stated that the Reserve Bank of India should be 
prepared to buy or rediscount at its published rate first-class trade 
bilk and promissory notes arising out of bona fide commercial 
transactions and should at its discretion charge higher rates for 
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^V-^mand against authorised securities. Hie Joint-stock 

" Banks should be persuaded to avail themselves fully of the 
facilities of rediscounting commercial paper thus offered. Dis¬ 
counting charges should be reduced in order to facilitate the use 
of, bills and a clearing house for bills should be established in all 
provincial capitals. Warehouses ought to be provided in various 
pm of India to encourage the use of bills, as this is likely to 
replace the pure finance or accommodation bilk drawn by 
merchants and shroffs by documentary bills which would be 
readily discounted by banks. The high rate of stamp duty on 
usance bills militates against larger use of bills. The Central 
Banking Enquiry Committee recommended a substantial reduc¬ 
tion of this duty. The stamp duty was reduced, with effect from 
13th January, 1940. The noting of dishonour and protest by 
recognised associations of banks, shroffs and merchants should 
be validated to save inconvenience and trouble to jhe owner of 
the instrument. Customs governing hundies should be standardized 
in order to popularise their circulation. Banks should take the 
initiative in creating bank acceptances, which would be more 
readily negotiable than ordinary trade bills. It has also been 
suggested that a discount market should be established by the 
adoption of bill-broking as an integral part of the indigenous 
bankers 7 business and by the formation of discount houses under 
the aegis of die Reserve Bank through these bankers and their 
wealthy depositors. The use of bills should be expanded regarding 
advances for cultivation and for financing the marketing of 
crops, village bankers by shroffs, the movement of goods from 
the port town to the interior and the foreign trade of the 
country. 

Banking Laws in India :—The Indian joint-stock banks 
wfere regulated up to 1936 by the Indian Companies Act of 1913 
like other joint-stock companies with only special requirements as 
to special forms in which to prepare balance sheets and submit 
statement of affairs to be published twice a year. The Central 
Banking Enquiry Committee recommended for a Banking Act, but 
the Government in stead amended the Indian Companies Act in 
1936 to give effect to certain recommendations of the Central 
Banking Enquiry Committee. Then on the proposals of the 
Reserve Bank of India in 1939, the Government of India drafted 
a Bank Bill in 1939, which was shelved owing to World War II. 
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The Ihdian Companies Act was amended in 1942 to define a 
banking company. Again on the recommendations of the Reserve 
Bank of India, die Indian Companies (Amendment) Act of 1944 
was passed in March, 1944, introducing certain important provi¬ 
sions regarding banking companies. The Act prohibited a bank 
from employing a managing agent or any person whose remunera¬ 
tion or part of whose remuneration took the form of commission 
of a share in the profits of the Company or any person having a 
contract with the Company for its management for a period 
exceeding five years at a time, and also imposed the following 
restrictions on a banking company incorporated after the 15th 
January, 1937: — 

(a) The subscribed capital should not be less than half the 
authorised capital and the paid-up capital should not be less than 
half the subscribed capital. 

(b) The capital of the Company should consist of ordinary 
shares only or of such ordinary and preference shares as were 
issued before the commencement of the Act. 

(c) The voting rights of all share-holders should be strictly in 
proportion to the contribution made by the share-holders to the 
paid-up capital. 

In order to allow existing companies to comply with the 
icquirements of the amended law, it was declared that these provi¬ 
sions would come into force two years after the commencement 
of the Act. 

The necessity for a comprehensive banking legislation 
remained in spite of the sporadic provisions made**from time to 
time to regulate banking. It became more and more apparent to 
protect the interests of depositors and vest necessary powers in 
the Reserve Bank to put India's banking system on a sound and 
healthy working basis. Therefore the Reserve Bank put forward 
proposals for a banking legislation to the Government in 1944 
and a banking Bill was introduced in the Central Legislative 
Assembly in November, 1944, but it lapsed. A new Bill essen¬ 
tially on the basis of the old one r was again placed in the Legists 
tive Assembly in March, 1946 and after being referred to a Select 
Committee, it was withdrawn in early 1948. Then a fresh Bill 
incorporating all the necessary amendments was introduced on 
22nd March, 1948, The Bill was referred to a Select Committee, 
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^vhich reported in early 1949. The Bill received the assent of the 
Governor-General on 10th March, 1949. 

Pending the passing of the Banking Companies Act, the 
Banking Companies (Control) Ordinance, 1948, was promulgated 
on 18th September, 1948, bring into immediate effect some of the 
impomnt provisions of the Banking Companies Bill. The main 
features of the Ordinance are outlined below: 

(i) It authorised the Reserve Bank to grant emergency 
advances against such forms of securities as it 
deemed sufficient. 

(u) It prohibited the granting of unsecured loans and 
advances by banking companies to its directors, and 
to firms and private companies in which the directors 
were interested, and required banking companies to 
submit to the Reserve Bank returns of unsecured 
loans to companies, other than private companies, in 
which the directors were interested. 

(Hi) It provided for the maintenance by banking com¬ 
panies, at the end of each quarter, of assets in India 
not less than 75 per cent of their Indian demand 
and time liabilities. 

(tv) It empowered the Reserve Bank to give directions in 
the public interest to any or all banks in regard to 
then* lending policies in general and any transactions 
in particular. 

(v\ It enabled the Reserve Bank to apply to a court to 
be appointed as official liquidator, so that where 
necessary and possible, the Reserve Bank might 
arrange for the orderly liquidation of a bank that 
was being wound up. 

{vi) It prohibited amalgamation or schemes of arrange- 
ments or compromise without the concurrence of the 
Rescive Bank, so that schemes which were detri¬ 
mental to the depositors’ interest might not be 
adopted. It also qmpowered the Reserve Bank to 
assist as an intermediary in proposals for amalgama¬ 
tion. 

(vii) The Reserve Bank was empowered to call for periodic 
and ad hoc returns relating to the liabilities and assets 
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of banks, and to publish ip any form, if it copsMered 
necessary in the public interest, any inforpmtion 
called for under this Ordinance. 

The Banking Companies Act of 1949 states that the provisions 
of this Act shall be in addition to, and not, save as expressly 
provided, in derogation of, the Indian Companies Act, 1913 and 
any other law for the time being in force. Nothing in this Act 
shall apply to a co-operative bank registered under the Co-operative 
Societies Act, 1912 or any other law for the time being in force 
in any Province of India relating to co-operative societies. 

After defining fully the business of a banking company, the 
Act prohibits the employment of a managing agent as far as 
banking business is concerned. Among others it also prohibits any 
person from managing a bank if he is a director of any other 
company, not being a subsidiary company of the banking company; 
or who is engaged in any other business or vocation ; or who has 
a contract with the company for its management for a period 
exceeding five years at any one time. 

The Act also empowers the Reserve Bank to call for any 
information from a bank which it may deem proper and publish 
the same if necessary. The Act also prescribes the method in 
which accounts of a bank should be maintained and audit done. 
The balance sheet is to be published in a prescribed manner. 
The Reserve Bank is also vested with wide powers of inspection 
and of tendering advice to banking companies. It also empowers 
the Reserve Bank to advise in matters of amalgamation and 
liquidation. 

No banking company in existence on the commencement of 
this Act, shall, after the expiry of three years from such commence¬ 
ment or of such further period not exceeding one year as the 
Reserve Bank, having regard to the interests of the depositors of 
the company, may think fit in any particular case to allow, carry 
on business in any Province of India, and no other banking 
company shall, after the commencement of this Act, commence 
or carry on business in any Province of India, unless it has paid-up 
capital and reserves of such aggregate value as is hereinafter 
required by this section. 

In the case of a banking company incorporated elsewhere than 
in a Province of India, the aggregate value of its paid-up capital 
and reserves shall not be less than fifteen lakhs of rupees, and, if 
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it has a place or places of business in the City of Bombay or 
Calcutta of both, twenty lakhs of rupees: 

Provided that no such banking company shall be deemed to 
have complied with the provisions of this sub-section, unless it 
deposits and keeps deposited with the Reserve Bank an amount 
not less than the minimum required by this sub-section, either in 
Cash or in unencumbered approved securities or partly in cash 
and partly in such securities. 

In the case of any banking company to which the above 
provisions do not apply, the aggregate value of its paid-up capital 
and revserves shall not be less than— 

(i) if it has places of business in more than one Province, 
five lakhs of rupees, and if any such place or places of 
business is or are situated in the City of Bombay or 
Calcutta or both, ten lakhs of rupees; 

(it) if it has all its places of business in one Province none 
of which is situated in the City of Bombay or Calcutta, 
one lakh of rupees in respect of its principal place 
of business, plus ten thousand rupees in respect of 
each of its other places of business situated in the 
same district in which it has its principal place of 
business, plus twenty-five thousand rupees in respect 
of each place of business situated elsewhere in the 
Province otherwise than in the same district: 

Provided that no banking company to which this clause applies 
shall be required to have paid-up capital and reserves exceeding 
in aggregate value of five lakhs of rupees; 

Provided further that no banking company to which this clause 
applies and which has only one place of business, shall be required 
to have paid-up capital and reserves exceeding an aggregate value 
of fifty thousand rupees ; 

(in) if it has all its places of business in one Province, one 
or more of which is or are situated in the City of 
Bombay or Calcutta, five lakhs of rupees, plus twenty- 
five thousand rupees in respect of each place of business 
situated outside the City of Bombay or Calcutta, as 
the case may be: 

Provided that no banking company to which this clause 
applies shall be required to have paid-up capital and reserves 
exceeding an aggregate value of ten lakhs of rupees. 
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No banking company shall carry on business in any Province 
of India, unless it satisfies the following conditions^ namely: — 

(*) that the subscribed capital of the company is not less 
than one half of the authorised capital, and the paid-up 
Capital is not less than one half of the subscribed 
capital and that, if the capital is increased, it complies 
with the conditions prescribed in this clause within 
such period not exceeding two years as the Reserve 
Bank may allow; 

(it) that the capital of the company consists of ordinary 
shares only or of ordinary shares and such preference 
shares as may have been issued prior to the 1st day 
of July, 1944 ; 

(Hi) that, subject to the provisions contained In clause (iv) 
hereof, the voting rights of any one shareholder, 
whether a preference shareholder or an ordinary share¬ 
holder, are strictly proportionate to the contribution 
made by him to the paid-up capital of the company; 

(iv) that the voting rights of any one shareholder do not 
exceed five per cent, of the total voting rights of all 
the shareholders: 

Provided that nothing contained in this section shall apply 
to any banking company incorporated before die 15th day of 
January, 1937. 

No banking company shall pay any dividend on its shares 
until all its capitalised expenses (including preliminary expenses, 
organisation expenses, share-selling commission, brokerage, amounts 
of losses incurred and any other item of expenditure* not 
represented by tangible assets) have been completely written off. 

Every banking company incorporated in a Province of India 
shall maintain a reserve fund, and shall, out of the net profits of 
each year and before any dividend is declared, transfer a" sum 
equivalent to not less than twenty per cent, of such profits to the 
reserve fund until the amount of the said fund is equal to the 
paid-up capital. 

Every banking company not being a scheduled bank shall 
maintain by Way of cash reserve in cash with itself, or in an account 
opened with the Reserve Bank, or partly in cash with itself, and 
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* partly in such account, a sum equivalent to at least two per cent. 
4 of its time liabilities and five per cent, of its demand liabilities and 
shall file witli the Reserve Bank before the fifteenth day of every 
month three copes of a statement of the amount so held on Friday 
of each week of the preceding month with particulars of its time 
and demand liabilities on each Friday. 

No banking company shall make any loans or advances on 
the security of its own shares, or grant unsecured loans Or advances 
to any of its directors or to firms or private companies in which it 
or any of its director is interested as partner or managing agent 
or to any individuals, firms or private companies in cases where 
any of the directors is a guarantor. 

Every banking company shall, before the close of the month 
succeeding that to which the return relates, submit to the Reserve 
Bank a return in the prescribed form and manner, showing ali un¬ 
secured loans and advances granted by it to companies in which 
it or any of its directors is interested as director or managing agent 
or guarantor. 

If, on examination of any return submitted, it appears to the 
Reserve Bank that any loans or advances referred to in that sub¬ 
section are being granted to the detriment of the interests of the 
depositors of the banking company, the Reserve Bank may, by 
order in writing, prohibit the banking company from granting any 
such further loans or advances or impose such restrictions on the 
grant thereof as it thinks fit, and may by like order direct the 
banking company to secure the repayment of any such loan or 
advance within such time as may be specified in die order. 

Where the Reserve Bank is satisfied that it is necessary or 
expedient in the public interest so to do, it may determine the 
policy in relation to advances to be followed by banking com¬ 
panies generally or by any banking company in particular, and 
when the policy has been so determined, all banking companies 
or the banking company concerned, as the case may be, shall be 
bound to follow the policy as so determined. 

The Reserve Bank may give directions to banking companies, 
either generally or to any banking company or group of banking 
companies in particular, as to the purpose for which advances 
may or may not be made, the margins to be maintained in 
respect of secured advances and die rates of interest to be charged 
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on advances, and each banking company shall be txmn& to 
comply with any directions as so given. 

No company shall carry on banking business in any Province 
of India unless it holds a licence granted by the Reserve Bank 
in such behalf. 

Every banking company in existence on the commencement 
of this Act, before the expiry of six months from such com¬ 
mencement, and every other company before commencing banking 
business in any Province of India, shall apply in writing to the 
Reserve Bank for a licence. 

Before granting any licence under this section, the Reserve 
Bank may require to be satisfied by an inspection of the books 
of the company or otherwise that all or any of the following 
conditions are fulfilled, namely; — 

(a) that the company is in a position to pay its depositors 

in full as their claims accrue; 

(b) that the affairs of the company are not being conducted 
to the detriment of the interests of its depositors; 

(e) in the case of a company incorporated elsewhere than 
in a Province of India that the Government or law 
of the country in which it is incorporated does not 
discriminate in any way against banking companies 
registered in a Province of India, and that the 
company complies with all the provisions of this Act, 
applicable to banking companies incorporated out¬ 
side the Provinces of India. 

The Reserve Bank may— 

‘t 

(a) cancel any licence granted where any of the conditions 

on the fulfilment of which it required to be satisfied 
when granting the licence, ceases to be fulfilled or 
if the company ceases to carry on banking business 
in the Provinces of India or goes into liquidation; 

(b) at any time after granting a licence under this section 

require that any of the said conditions, on the fulfil* 
ment of which it did not require to be satisfied when 
granting the licence, shall be fulfilled to its satisfac¬ 
tion within such time as it may specify, and if the 
condition is not so fulfilled, cancell the licence. 
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** Any banking company aggrieved by the cancellation of its 
Bcence may appeal to the Central Government, and the decision 
Of the Central Government on such appeal shall be final* 

'The Act provides for restrictions on opening of new, and 
transfer of existing, places of business. 

After the expiry of two years from the commencement of 
this Act, every banking company shall maintain in cash, gold 
or unencumbered approved securities, valued at a price not 
exceeding the current market price, an amount which shall not 
at the dose ot business on any day be less than twenty per cent 
of the total of its time and demand liabilities in the Provinces 
Of India. 

The assets in the Provinces of India of every banking com¬ 
pany at the close of the last working day of every quarter shall 
not be less than seventy-five per cent of its demand and time 
liabilities therein. 

Every banking company shall, within one month from the 
end of every quarter, submit to the Reserve Bank a return in the 
prescribed form and manner of the assets and liabilities thus 
referred to as at the dose of the last working day of the previous 
quarter. 

Although the Banking Companies Act has been devised as 
a measure to canalise Indian banking along sound lines and 
insulate it against recurring crisis, following mismanagement and 
fraudulent practices, the Act confers wide and discretionary 
powers in the Reserve Bank. It is anticipated that the Reserve 
Bank will use these powers with care and discretion, espedally 
during the present stage of its development when it does not 
possess sufficient technical personnel. The Reserve Bank should 
always examine that in exercising any of its powers, it does not 
interfere with the normal working of sound banks. It should 
always be remembered that a healthy banking system develops 
under the nursing of good bankers and not under the shelter of 
banking laws. 

Stock Exchanges in India The stock exchange plays a 
very important role in the modern economic system. It is a very 
important institution for the mobilisation of savings and capital 
of the society. People generally pass on their savings and money 
to be utilised as capital in modem industry and commerce 
through the medium of shares and stocks by way of investment. 
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The stock exchanges provide markets for these shares and stocks,, 
and thereby impart to them the fundamental quality of 
marketability and liquidity- The stock exchanges have thtls given 
good markets for invested capital, and facilitated savings. People 
are now more willing to invest in shares and stocks, as they are 
easily realisable and marketable at true values, ivhich are deter¬ 
mined according to their interest-earning or dividend-yielding 
capacities. 

It has been found in practice that security prices influence 
money rates in the country. The function of the Reserve Bank 
of India to regulate the monetary supplies through the mechanism 
of open market operations in securities depends for its effective¬ 
ness upon stock exchanges, which provide free markets in securi¬ 
ties. As large sums are invested in stock exchanges, they exercise, 
a great influence on the money market. Stock exchanges in 
India like other countries are an essential adjunct of the money 
market. India has full-fledged stock exchanges working in 
Bombay, Calcutta and Madras and they are administered by rules 
and regulations made from time to time by stock exchange 
authorities. Stock exchanges are also developing in smaller towns 
like Cavmpore, Delhi and Ahmcdabad. 

Industrial Finance Corporation ; -As there is no suitable 
agency in this country to provide industries with medium and 
long-term credits, the Government of India has recently enacted a 
legislation providing for the establishment of an Industrial Finance 
Corporation. Its specific object will be to supply long and medium- 
dated loans to deserving industries. The Corporation will be treated 
as an ordinary company under the Indian Companies Act, 
Financial aid from the Corporation will be available only to public 
limited companies and co-operative societies, private limited com-, 
panies and partnerships being excluded from its benefits. The 
authorised capital of the Corporation has been increased from Rs* 5 
crores to Rs. 10 erores, of which half has been issued for subscription 
immediately and the balance as and when necessary. Share capital 
has been issued only to approved institutional investors, and not 
to private individuals. The Government of India guarantee® 
shareholders in respect of both principal and interest, the rate of 
the latter being fixed at a level regarded as appropriate at the time 
of the issue of the shares. The Corporation has already issued 
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JttfiOO shales of ZU. 5,000 each and these shares ate distributed 
is follows;^- 

{*} Central Government f ... ... 2,000 Shares. 

(ii) Reserve Bank , . ... - 2,000 „ 

* (Hi) Scheduled Bank •** ••• 2,500 ,, 

(iv) Insurance Companies, Investment 

Trusts and financial similar Institutions 2,500 „ 

(p) Co-operative Banks ... ... 1,000 „ 

10,000 Shares, 


The management of the Corporation is in the hands of 
a Board of twelve members, six nominated by Government and 
six elected by the shareholders. The Corporation has powers 
to borrow up to an amount equivalent to five times its paid-up 
capital and reserves; fixed deposits will be accepted by the 
Corporation with a maturity of five years. It is also empowered 
to make loans in foreign currencies if it so wishes. Borrowing 
companies will be required by the Corporation to limit dividends 
to a particular rate until the loan is repaid. The Corporation is 
entitled to borrow five times its capital including reserves. The 
Corporation has already started functioning. 

It may be observed that several provinces have also established 
their own Finance Corporations to help industrial finance. 

Indian Institute of Bankers :—The Indian Institute of 
Bankers was registered at Bombay under the Indian Companies 
Act on 20th April, 1928. The main objects of the Institute are 
to support and protect the character, status and interests of persons 
engaged in or connected with the business of banking generally 
and especially in India and consider all questions affecting them. 
It is to encourage the study of the theory of banking and 
institute a scheme of examinations and grant of certificates, 
scholarships and prizes, spread information on banking and allied 
subjects through lectures, discussions, periodicals, books, corres¬ 
pondence with public bodies or individuals, etc. It collects and 
circulates statistics and other information regarding banking in 
India. 

The examinations held by the Institute have become very 
popular and the Institute is fast developing as a medium of 
co-ordinating banking practice in India. 
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Pakistan Cmwmcy and Banking Systems s—When the 
partition of India occurred on 15th August, 1947, it was not possible 
for the Dominion of Pakistan to start With an independent 
monetary system. In order therefore to tide over the transition 
period, the Pakistan Monetary System and Reserve Bank Order, r 
1947 was issued* Whereby the existing currency and banking 
mechanism under the aegis of the Reserve Bank of India Was 
allowed to continue till 30th September, 1948. 

The Reserve Bank of India continued to be the sole note¬ 
issuing authority in Pakistan till 30th September, 1948 and “India 
Notes” continued to be legal tender in Pakistan till then. The 
Reserve Bank would issue after 1st April, 1948, “Pakistan Notes”. 
After 30th September, 1948, however, the Reserve Bank would not 
issue any notes for Pakistan and the Government of Pakistan had 
to make its own arrangements for issuing currency notes. 

Soon after 30th September, 1948, assets of a value equal to 
the “Pakistan Notes” would be transferred from the Issue 
Department of the Reserve Bank to the Government of Pakistan. 
The Government of Pakistan would accept “India Notes” at par 
until 31st March, 1949, and assets of value equal to such “India 
Notes” outstanding in Pakistan would he transferred from the 
Issue Department to the Government of Pakistan. 

As in the case of currency notes issued by the Reserve Bank, 
the rupee coins and subsidiary coins issued by the Government of 
India will be legal tender in Pakistan at least one year from the 
introduction of the corresponding “Pakistan coins”. The Reserve 
Bank after 31st March, 1948, would put into circulation “Pakistan 
coins” as far as possible and use “India coins” only to supplement 
them when they are in short supply. After 30th September, 1948, 
the Government of Pakistan would be responsible for issuing coins. 

The Reserve Bank continued to act as a banker to both the 
Central and Provincial Governments of India and Pakistan till 
30th September, 1948. The management of the public debt, the 
issue of new loans and exchange operations, however, would not 
be performed by the Reserve Bank for the Central and Provincial 
Government® of Pakistan after 31st March, 1948, when the financial 
year would end. 

The relations of the scheduled and non-scheduled banks in 
Pakistan to the Reserve Bank would continue to remain till 30th 
September, 1948 as they were before the partition. 
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The Bank of India is understood to have transferred 

so far to the State Bank of Pakistan gold worth Rs, 2 orores, 
calculated at the statutory price of Rs. 21-3-10 per tola. The other 
assets transferred are Sterling Securities worth Rs. 60 crores. 
Rupee Securities worth Rs. 24 crores, and three crores of Rupee 
coins. This transfer represents Pakistan’s share, to date, of reserves, 
as backing for notes in circulation. 

India notes superscribed “Pakistan” amounting to Rs. 50 erodes 
were issued by the Reserve Bank between April 1 and June 30, 1948. 

The State Bank of Pakistan had encashed and remitted to the 
Reserve Bank, “India notes” worth about Rs, 40 arores since July U 
1948, when it came into existence. 

Indian currency ceased to be legal tender in Pakistan with 
effect from Sept. 30, 1948. Since then these notes have gradually 
been withdrawn from circulation and are being returned to India 
against which assets are transferred from time to time. 

The liability for one-rupee notes will be shared by each 
Dominion. These notes are not issued by the Reserve Bank, and 
no assets are held against them. 

This process of transferring assets to the State Bank of Pakis¬ 
tan will continue till June 30, 1949. By then, it is expected, all 
India notes will have been withdrawn from Pakistan, though 
some time must elapse before these are tendered to the Reserve 
Bank and assets claimed against them. 

Of the total of 35 important banks there are only two banks 
with headquarters in Pakistan, with a third slowly making its 
appearance on the scene. All other banks have their head¬ 
quarters outside Pakistan from where their policies and activities 
are directed* 

It appears that Pakistan accounted for 13% of the Head 
Offices of the total number of scheduled banks in the two Domi¬ 
nions and for 20% of the total number of offices, 

Pakistan had a bigger share in the distribution of non- 
scheduled banks with capital and reserves over Rs. 50,000 as about 
25% of these banks were in Pakistan. Western Pakistan was 
provided with larger banking facilities than Eastern Pakistan* 
because 10 out of the 13 scheduled banks and 123 out of the 157 
non-scheduled banks in Pakistan were situated in the Western 
Zone. 
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From a study of the following table, it appears that the 
clearance of cheques in Pakistan is rather low. Although it is 
due to the fewer clearing houses being located in Pakistan before 
the partition, the predominantly agrarian character of Pakistan’s 
economy largely accounts for this. Since the partition, the position 
should have improved, following an increase in business activities 
in that Dominion. 


Annual Clearing House Returns 



i Indian 

Union 

Pakistan 

Total 


Rs, in 
crores 

Percentage 
to total 

Rs. in 

crores 

Percentage i 
to total 

i 

Rs, in 
crores 

1938-39 .. 

18,79 

97 

43 

3 

J9»22 

1946-47 .. 

67,82 

95 

3,56 

5 

71,68 


The State Bank of Pakistan s— The State Bank of Pakistan 
as a central banking institution of the Dominion of Pakistan was 
inaugurated from 1st July, 1948. 

Every scheduled bank has to maintain a balance with the 
State Bank, die amount of which shall not at the close of business 
on any day be less than five per cent, of their demand liabilities 
and two per cent of their time liabilities. 

The State Bank controls and regulates the currency, credit 
and foreign exchange of Pakistan. It discounts paper ancl enters 
into the market for purchase and sale of securities. However, it 
does not engage in trade or influence directly any of the com¬ 
mercial or industrial undertakings. , 

The initial capital of the bank was fixed at Rs. 3,00,0(1,000 
(about £2,100,000) and 49 per cent of the shares made available to 
the public, a limit of 500 shares being fixed for one person singly 
or jointly with other persons. Special preference was given ro 
small investors. 

The cumulative dividend to be distributed among the share¬ 
holders will not exceed four per cent, per annum. The surplus 
profit will be transferred to the reserve fund until this sum amounts 
to Rs. 3 crores, the initial share capital of the State Bank. When 
this target 1ms been reached, the remaining profits will be handed 
over to the Central Government. *• 

28 
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10 Of the eight directors, five arc nominated non^ffidals md 
/I three are elected non-officials, nominated by the shareholders regis- 
\ - tered in ItaracSi, Lahore and Dacca separately* 
f In order that the bank should be conducted phrdy on 

v scientific lines under the guidance of the best available experts and 
that die bank should be kept as free from political influence as * 
' possible, it has been provided that no member of the cabinet or 
9 any provincial legislature shall be eligible as Governor or director 
of die bank* Similarly, all Government or State officials who draw 
their salaries from the Government Treasury are debarred from 
becoming directors of the bank* 

When the organisation is fully set up it will have local boards 
at Karachi, Dacca and Lahore to deal with local problems and 
to advise the central board. Each local board will consist of four 
members elected from amongst themselves by the shareholders 
registered in the area concerned and not more than five members 
nominated by the Central Government from amongst the share¬ 
holders registered in the area. No shareholders can be registered 
m more than one of the circles. In exercising the power of nomina¬ 
tion, the Central Government will aim at securing the representa¬ 
tion of territorial or economic interests not already represented, and 
in particular interests of the co-operative banks. This provision 
has been made so as to bring the agricultural class in touch with 
the central banking authorities of Pakistan. 

I rom April 1, 1948, Pakistan issued its own coins as also notes 
which were inscribed with the words “Government of Pakistan'"* 
From October 1, 1948, Pakistan put into circulation currency notes 
of its own designs, printed in London by Messrs. Thomas De La 
Rue & Co., Ltd., but India coins and notes remain in the country 
in large quantities, and the transition has not yet been completed. 
The issue of paper currency is backed by gold, foreign exchange 
and Government securities. Pakistan is entitled to receive from 
the Reserve Bank of India the dominion's share of those assets 
equivalent to the value of India notes returned to them. The 
State Bank is responsible for collecting the India notes, returning 
them to the Reserve Bank of India and receiving in exchange 
from the bank gold, foreign exchange, Government securities etc 
of equivalent value. 

The following is a weekly statement of die Siam Bank of 
Pakistan;— 
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State Bank of Pakistan 

(In 000’s of Rupees) 

ISSUE DEPARTMENT 

* Week 

ended 

20*549 

LiABn.rrnvSt— 

Notes in Banking Department ... 7*41,62 

Notes in circulation ... 1,70,41,88 


Total notes issued 1,77,85,50 


Assets-— 

Gold coin and Bullion 
Sterling Securities ... 

Government of India Securities 
India Notes representing assets receivable from 
rite Reserve Bank of India 
B. Rupee coin 

Government of Pakistan Securities ... 

Held with Reserve Bank of India pending 
transfer— 

Gold coin and Bullion 
Sterling Securities ,. 

Government of India Securities 
Rupee Com 


4,20,71 

89,06,99 

52,57,40 


40,83,33 

5,25,07 


19,02 

3,87,77 

1,53*71 

29,50 


1,77,83,50 


BANKING DEPARTMENT 

Liabilities— 

Capital Paid-up 

Reserve Fund . . . ... 

Deposits— 

{a) Centra! Government . . ... ... 

ih) Provincial Government ... 

(cj Banks ... > 

(a) Others ... 

Bills Payable 
Other Liabilities 


2,93,55 

3,00,00 


87,04,07 

5,53,02 

18.15,21 

3,45,88 

13,13 

2,40,96 

—-»-* -- 

1,22,65,82 


Assets— 

Notes ... ... 

Rupee coin: 

(a) Pakistan 
Subsidiary coin: 

(a) Pakistan 

(b) India .. ... 

Government Treasury Bills 

Balances Held Outside Pakistan 
Doans and Advances to Government ... 
Other Loans and Advances ... ... 

Investments 

Other Assets ... ... 


7,41,62 

143 


11,78,61 

86,38,71 

12,00 

16.02.06 

91,49 


m 


Week 

ended 

134-49 

5,74,06 

1,71,75,16 


1,77,49,22 


4,26,71 

89,66,99 

3247,40 

40,54,49 

5,19,63 


19,02 

3,87,77 

1,53,71 

29,50 


1,77,49,22 


2,9345 

3,00,00 

86,61,71 

640,14 

1744,47 

345,64 

12,86 

149,07 


1,21,47,44 

— tt —■—> 

5,7445 * 
1,33 


11,2743 

86,89,55 

nm 

16,32,20 

1,10,67 


1,22,6542 


1,21,47,44 
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> Tbe Security Printing Ptewi-Aa agreement has to 
reached between the Government of Pakistan and Messrs. Thomas 
De La Rue Co., Ltd., for the setting up of a security priming 
corporation, which will print security documents such as currency 
notes, postal and revenue stamps. The corporation will have 
an authorised capital of Rs, 75,00,000. The Government will 
subscribe 60 per cent, of the issued capital and the company remain* 
lag 40 per cent. The Company has undertaken to provide the 
necessary machinery and equipment for intaglio printing of the 
latest designs and also of the necessary technical specifications for 
the business arrangement and layout of the factory. 

Technical arrangements to be made will ensure that the 
products of this factory are equal in beauty, workmanship and 
security to those of any other factory in the world. The technical 
experts required will initially be made available by the company, 
but it will take immediate steps to train nationals of Pakistan for 
occupying positions of responsibility in the corporation. The 
chairman of the corporation will be appointed by the Government. 

Pakistan Industrial Finance Corporation s—A Rill for the 
establishment of an Industrial Finance Corporation was passed by 
the Pakistan Parliament in December, 1948. This will help in 
making medium and long-term credits more readily available to 
industrial concerns in Pakistan. The authorised capital of the 
Corporation will be Rs. 3,00,00,000 divided into 60,000 fully paid-up 
shares of. Rs 500 each. Of these 40,000 shares shall be issued in 
the first instance and the remaining 20,000 may be issued from 
time to time. It has been provided in the Rill to increase the 
capital of the Corporation from time to time with the approval of 
the Central Government, in which case the shares also may be 
increased. Of the 40,000 shares, 20,000 will be subscribed by the 
Government of Pakistan and the remaining 19,600 are to be 
reserved for the public. In case of an increase in the share capital 
of the Corporation, the ratio between Government and public 
subscriptions will be the same. The various Provincial Govern¬ 
ments, Governments of acceding states, scheduled and co-operative 
banks and insurance companies can also subscribe to the share 
capital of the Corporation. The shares of the Corporation have 
been guaranteed by the Central Government as to the repayment 
the principal and the payment of the annual dividend. The 
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general superintendence and direction of the affairs and business 
of the Corporation shall be entrusted to a Board of Directors with 
the assistance of an Executive Committee and a Managing Director. 
On questions of policy tire Board will be guided by the Central 
Government, and in the case of any dispute between the two, the 
decision of the Central Government shall be final. 



CHAPTER XXI 

TRANSPORT 


Importance of Transport in Indian Economy t —The impor¬ 
tance of transport in the life of a nation requires no special 
emphasis. Transport plays a predominantly important rale in 
influencing the socio-economic set-up of India, 

India is a vast sub-continent with differing physiognomy and 
climates and as such presents complicated problems in connection 
with the establishment of an adequate transport system, which 
requires a large expenditure and a high degree of technical know¬ 
ledge. India’s means of communication up to the middle of the 
nineteenth century were archaic and insufficient. The country 
had a few trunk roads, while the vast areas of the country Were 
inter-connectcd merely by tracks cut by village carts across the 
country and these became unusable during the rainy season. 
Even the few roads, which were available were rendered unsafe 
by highwaymen. Excepting the Indus and the Ganges which 
sen cd as commercial highways, there was no other system of 
water transport. 

Lack of communications in India account for the isolation 
of tillages, conservatism of the masses, immobility of labour and 
defective marketing systems. The ravages of famine were often 
accentuated by the absence of transport. 

The beginning of modern communication systems in India 
dates from the time of Lord Dalhousie, who launched in a 
vigorous policy of public works. They now consist of railways, 
roads, waterways and air transport. 

History of the Indian Railway System s—The first period 
of the railway history is the old Guarantee System from 1844 to 
Proposals for the construction of railways were mooted in 
!$44 by British companies under a guaranteed return by the East 
India Company. Accordingly, contracts were made for the cons* 
tmetion of two small railway lines near Calcutta and Bombay 
With the East Indian Railway Company and the Great Indian 
Peninsula Railway Company respectively. In 1853, Lord Dalhousie 
enunciated the Government’s policy towards the railways. He 
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urged die creation of a system of trank lines connecting the 
interior of each Presidency with its principal port and connecting 
the different Presidencies with one another. He favoured the 
agency of companies under the supervision and control of the 
Government, instead of direct construction by the Government 
Accordingly, contracts were entered into with eight companies 
between 1854 and 1860 for constructing and managing railways 
in different parts of India. A fresh stimulus to railway construc¬ 
tion was imparted by the experience gained during the Mutiny 
period, when movements of troops and materials were seriously 
hampered, following inadequate transport. Among notable feature* 
of the contracts with the early guaranteed companies were free 
grant of land, a guaranteed rate of interest, ranging from 4£ to 
5 per cent and payable at 22cL per rupee, utilization of half the 
surplus profits earned by the companies to repay the Government 
any sums by which they might have had previously to make good 
the guarantee of interest, the remainder belonging to the share¬ 
holders, reservation of certain powers of supervision and control 
by the Government in all matters of importance except the choke 
of staff and option to the Government to purchase the lines after 
twenty-five or fifty years on terms calculated to be the equivalent 
of the companies' interest therein. 

This guarantee system proved undesirable in practice as it 
involved a large drain on the resources of the Government. The 
railway budget incurred a deficit of Rs. 1,66,50,000 by 1869 and 
it was alleged to be due principally to extravagance of companies, 
which lost all initiative, following the guaranteed interest which 
was also considered high under prevailing conditions. 

The second period covers from 1869-79 and may be termed 
as one of State Construction and Management. .As the old 
guarantee system proved unsatisfactory,* the Government introduced 
important changes in railway policy. In case of some of the more 
important railway companies, like the Great Indian Peninsula, 
arrangements regarding the distribution of surplus profits were 
altered in order to enable the Government to claim unconditionally 
half the surplus profits for each half-year, the Government relin¬ 
quishing the right to purchase the lines at the end Of die first 
twentyfive years from the dates of the respective contracts. The 
Secretary of State derided that regarding capital for new lines the 
State should secure for itself the full benefit of its own credit and 
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q# the cheaper methods of construction, etc., which it would be 
V able to use. Accordingly, for several years after 1869, the capital 
expenditure Was chiefly incurred directly by the Government, and 
no fresh contracts with guaranteed companies were made. It was 
decided to borrow annually amounts up to £2 million for construct¬ 
ing lines to be managed by the state and a new cheaper gauge, 
namely the metre gauge, was introduced. A vigorous programme 
of railway construction then followed with cheaper costs. The 
tnain difficulty however remained regarding continuous and ade¬ 
quate provision of funds. The Sind and Punjab lines (later known 
m the North-Western) were accordingly converted from metre into 
broad gauge for strategic reasons. The financial difficulties of 
the Government were enhanced by a depreciating rupee, the 
famines between 1874 and 1879 and the Frontier War with 
Afghanistan. The Famine Commission of 1880 suggested that 
5,000 additional miles of railway were urgently needed and held 
that the country could not he immune from famines until the 
Indian railway mileage had aggregated 20,000. The Government 
thus came to the conclusion that the state alone could not find 
sufficient funds for stepping up railway construction and decided 
again to avail of the capital borrowed by private companies. 

Accordingly, the new Guarantee System was inaugurated 
from 1879 to 1900 and the terms of contracts with the guaranteed 
companies were revised and improved. Among notable features 
of the new guarantee system were that the lines constructed by 
the companies were declared to be the property of the Scuetary 
of State for India, who had the right to determine the contracts 
at the end of approximately twenty-five years after their respective 
dates, or at subsequent intervals of ten years, on repaying at par 
the capital provided by the companies; interest Was guaranteed 
tm the capital raised by the companies at a lower rate, the usual 
rate being 3^ per cent; the Government retained a great share 
(usually three-fifths) of the surplus profits for their own benefit. 

The lines constructed under the new system by the companies 
weie from the beginning the property of the Government, though 
the companies were given a certain guaranteed rate of interest on 
the portion of the capital invested by them and they were allowed 
to manage the lines. When contracts with the old guarantee 
companies expired, the Government in most cases exercised their 
fight of terminating them, though the method of making nse of 
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this right differed in several cases* Thus for example the Eastern 
Bengal, the Oudh and Rohilkhand and the Sind-Punjab railways 
were bought and transferred to state management* In cases 
of the East Indian and Great Indian Peninsula, the lines 
were acquired by the State, but were handed over again to the 
same companies under revised contracts for purposes of manage¬ 
ment. When contracts with the new guarantee companies termi¬ 
nated, arrangements were made for the continuance of management 
by the original companies, but the Government obtained more 
favourable financial conditions by various methods, c.g., reduction 
in the companies’ share of capital and the rate of interest 
guaranteed and provisions relating to the division of surplus 
profits were modified. 

Meanwhile branch-line companies were formed and Indian 
States were also invited to undertake railway construction in their 
territories. The Government, however, decided in 1925 to find 
the necessary capital for branch and feeder lines according to 
the recommendations of the Acworth Committee.. 

The State is at present the owner of all Trunk lines and 
manages the same. The management of the railways, barring a 
few cases, was at first left to the companies, subject to Govern¬ 
ment's power to appoint a Director on the boards of the com¬ 
panies and Government control, which has been exercised, since 
1905, through the Railway Board regarding standard of repairs, 
rolling stock, public safety, co-ordination of the railway systems, 
train services, rates and fares, etc. The contracts with companies 
{except one fixed for a term of twenty-five years) were terminable 
at the option of the Secretary of State at specified dates on pay¬ 
ment of the companies’ capital at par. Although the |pt of 
these contracts namely with the Bengal-Nagpur Railway was to 
terminate in 1950, the state actually nook over the line from 
1st October, 1944. 

Several minor lines are at present the property of private 
companies or District Boards. In some cases, the District Boards 
merely guarantee the rate of interest* There are also certain 
Indian State lines e,g\, H. E. H. The Nizams State Railway, 
which was a private company known as the Nizam*® Guaranteed 
State Railway up to 1930* 

The period from 1900 to 1914 saw phenomenal growth of 
railways in India* In 1905 the Railway Branch of the Public 
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! .J\%forks Depaartomt was abolished and a new Railway Deparmient 
»V was created \m&£x the Department-of Commerce and Industry 
v With the Railway Board at its head. The Board consists of a 
l h President and two Members. The Mackay Committee on Rail* 
\ way finance gave a fillip to the development of railways by 
recommending an annual capital expenditure of £12*500,000 sub* 
j^Ct to periodical revision. Although the Government could not 
implement in full the recommendations of the Mackay Committee* 
substantially larger sums were spent than before on capital 
accounts. The Railways were also placed on a remunerative basis 
from 1900, up to which the state incurred a loss of Rs. 58 crores, 
following the construction of uneconomic line like the North* 
Western Railway and other lines for the relief of famines, negligent 
company management and high guaranteed interest rates. The 
Frontier lines began to pay with the development of irrigation 
works in Sind and Punjab, the new contracts made with guaranteed 
companies were favourable and the economic prosperity of the 
country started to swell railway profits, which crossed Rs. 103 croress 
by 1924. The implementation of the recommendations of the 
Acworth Committee and the retrenchment carried out along lines 
suggested by die Inchcape Committee resulted in an improved 
financial condition of the railways. On the capital at charge of 
the state, the percentage of net earnings (gross receipts minus 
working expenses), before deducting interest on capital at charge, 
varied between 2 6 per cent in 1921-2 and 7 5 per cent in 1918-19, 
the average rate between 1913-14 and 1938-9 being a little over 
4 per cent. 

The period from 1914 to 1921 saw a break-down and deteriora¬ 
tion of railways in India due to the stress and strain of war condi¬ 
tions. The railway system was overworked by the heavy trans¬ 
port of troops and materials, while a part of the Tolling stock 
and staff had to be taken outside to build strategic lines in 
Mesopotamia and elsewhere. The capital expenditure was halted 
by financial embarrassments of the Government and the inability 
of England to export requisite capital equipment. Railways were 
adequately depredated but no repairs could be undertaken. 

Use Acworth Committee s—The state-owned East Indian 
Railway was managed by the East Indian Railway Company 
under a contract, which was due to expire in December, 1919 and 
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the contract: was temporarily 'extended upto the end $E 1924, 
In order to investigate the question of state management Min 
private management, the expert Committee was appointed m 
November, 1920, under Sir William Acworth and the committee 
also enquired into dfhcr questions of railway administration and 
finance. It was meanwhile found that the Railway Board was 
unable to administer railways effectively and failed to evolve 
satisfactory policies in regard to rates and fares. 

The majority of the Acworth Committee favoured Stans 
management in India, because it was likely to provide the people 
with cheaper rams, impartial treatment and better facilities. As 
a matter of fact, at the time of the investigation by the Acworth 
Committee, most railways were state-owned and state-managed 
and the Committee merely recommended the continuation of the 
prevailing stare of affairs. The Committee stated that “though 
a company investing its own money, managing its own property 
and judging its officials by their success in producing results in 
the shape of dividends usually conducts business with more 
enterprise, economy and flexibility than are common in business 
directly managed by the State, the English companies managing 
State Railways in India have long ceased to be companies in this 
sense. The property entrusted to their management is not their 
own and their financial stake in it is comparatively small. Such 
a system has never worked satisfactorily in the past and cannot 
be made to do so in the future. The management is only 
nominally entrusted to the companies, for the Government, feeling 
themselves to be the real owners, have left no real initiative in 
the hands of the companies. Important matters like the creation 
of appointments, etc., are largely controlled by the Government. 
Thus the companies cannot and do not manage the undertaking* 
and cannot break new ground in any'direction except with the 
sanction of the Government. The Government do not feel an 
obligation to take any initiative themselves. Nor can they stir 
np the companies, if the latter are supine. In short, it is a system 
under which a progressive company is hampered by meticulous 
Government control over every detail of expenditure, and under 
which, on the other hand, the utmost wisdom on the part of the 
Government is not able to prevent injuries caused by the unwise 
and unprogressive policy of a company’s board both to the 
revenues of the State and t% economic development of the 
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As regards the proposal put forward by the Minority, 
the management should be transferred from English to 
jjjfo Indian companies, the first objection is that the Indian companies 
* would have only a minority interest in the undertaking. The State 
Wfould remain the predominant partner, appoint one-half of the 
directors tod nominate the Chairman and so retain its control 
The division of responsibility between the Government and the 
Board of Directors would still continue, and the executive officers. 
With a divided allegiance to a Board of Directors which appointed 
tod paid them, and to the Government which stood behind the 
directors, could not do the best work of which they were capable. 
Competent business men would refuse to join the Board if they 
found their power limited by Government control and Govern¬ 
ment regulations, and this seems inevitable under the plan 
advocated by the Minority. A mere change in the domicile of 
the company, therefore, would not improve matters, as companies 
substantially independent of Government could not be formed in 
India, and without such independence the advantages of private 
enterprise could not be gained. Indian domiciled companies, 
, again, would not be able to be of much assistance in raising the 
necessary funds for railway construction. The Government would 
always have to take the larger share of this work on themselves 
and they would find this task much easier under a system of 
State management than under company management. Company 
management, whatever the domicile, would be unpopular in 
India. From the financial, economic and political point of view 
money required for Indian railways should henceforward be 
raised in India itself as far as possible and these loans will be 
more readily subscribed to by the public if the Government 
themselves take over the management of die railways. Again, if 
resort to external loans is necessary, the credit of the Government 
Of India is always an asset of inestimable value. One of the most 
important arguments in favour of State management in this country 
is generally accepted view that foreign company management has 
shown itself wilfully negligent of national interests. These evils 
Would have a greater chance of being remedied under State manage¬ 
ment* Actual experience of State management in India has shown 
that h does not in any way compare unfavourably with company 
management A serious disadvantage of the present system comes 
§mxt the fact that the vested interests of the railways in the different 
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parts of the country control not merely the carriage of goods and 
passengers, but also the construction of new lines, trunk or feeder, 
and the connection of two or more different lines. Spheres of 
influence have Come into existence and form an obstacle in the 
way of proper railway development. Under State management this 
evil Would be avoided, and lines would be constructed as 
demanded by the real interests of the country. Again, under' 
State-management, the convenience of traders and passengers 
Would be much better attended to than is the case at present. 
The grievances of the public have a much greater chance of 
being speedily and effectively redressed under State management. 
The Boards of the railway companies situated in London have 
been generally insensible to such representations from Indian 
interests as happen to reach them. On the other hand, European 
merchants being better organised and better represented in 
England have been able to make their voice more easily heard. 
Such a state of things cannot be regarded as conducive to the 
rapid development of Indian commerce and industry. Control 
exercised from a distance of 6.000 miles is bound to be highly 
inconvenient, because it unduly fetters the railway executive on 
the spot. The system of management by Boards of Directors in 
London should therefore not be extended beyond the terms of the 
contracts.” After the expiry of contracts in 1924-5 the Great 
Indian Peninsula and East Indian Railways were taken over by 
the state for direct management. The Southern Punjab Railway 
was purchased by the State in 1930, It is worked by the North- 
Western, a State-owned and State-managed railway. The B. B. St 
C. I. and the Assam-Bengal Railways were taken* over for State 
management with effect from 1st January, 1942 and from 1st 
January, 1943, respectively. The Bengal and North-Wester^ anti 
Rohilkhand and Kumaon Railways were similarly taken over and 
amalgamated under the name of the Oudh and Tirhut Railway. 

The Acworth Committee also recommended the separation 
of railway finances from General Budget. It was pointed out 
that the General Budget becomes a gamble if it depends upon 
railway profits which are fluctuating. Railways in turn cease to 
be run on a commercial basis, if they are tacked on to general 
finances. The Joint Committee of the Legislative which investi¬ 
gated into this question disapproved of this kind of separation 
and recommended the spending of a capital sum of Rs, ISO trore* 
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V % : ®ve year# on repairing old lines, constructing ntw lines and 
4y|#ovid}ng ad^donal amenities to third-ejass travel The Assembly 
^however accepted the principle of the separation of railway finance 
!* from the general budget in 1924, subject to a stipulated contribu¬ 
tion by the railways to the General Budget, This contribution 
was settled Upon the basis of one per cent on the capital at charge 
of commercial lines, excluding capital contributed by companies 
an** Indian States, at the end of the penultimate financial year, 
pins one-fifth of the surplus profits in that year, interest on capital 
at charge of strategic lines and loss in working being deducted. 
The Legislative Assembly stipulated that if, after payment of 
the contribution so fixed, the amount available for transfer to the 
Railway Reserve should exceed Rs. 3 crores, one-third of the 
excess should be paid to the general revenues. This Railway 
Receive was to be used to secure the payment of the annual 
contribution, to provide, if necessary, for arrears of depreciation 
and for writing down capital, and generally to strengthen the 
financial position of the railways. It was expected that by this 
arrangement the Indian taxpayer would be assured of a regular 
contribution in relief of taxation from his investments in railways, 
while the task of maintaining a continuous financial policy and of 
distinguishing between a temporary and permanent surplus or 
deficit in accounts would be immediately facilitated. The first 
separate railway budget under this scheme was presented to the 
Assembly in March, 1925. 

The Wedgwood Railway Enquiry Committee i—There 
was serious deterioration in railway finances from 1930 to 1936 
and Sir Otto Niemeyer suggested a full enquiry into railway 
finances for a thorough overhaul pf the entire system in 1936. 
Accordingly, the Railway Enquiry Committee was instituted in 
October, 1936, to go into the question of railway administration 
and finance with a view to explore possibilities of effecting 
economies and improving efficiency. The Committee urged the 
ne$d for an adequate depreciation fund and considered that a 
formal balance of Rs. 30 crores would not be excessive. It further 
recommended that the railway should build up a general reserve 
ftmd m serve as an equalisation fund for the payment of interest 
A&rges tod amortization of capital. It also suggested for the 
improvement of relations between railways and the public 
Iferough the appointment of Press Liaison Officers and a Rahway 
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Information Officer. The Committee did not favour unwieldy 
amalgamations from the economic point of view. 

Indian Railway* daring World War Hr—The Indian 
railways carried enormous traffic during the war period and were 
largely expanded. Huge sums were spent on new construction! 
and powerful locomotives. The Railways in India suffered dp 
this time due to lack of technical personnel, who were absorbed' r, 1 
in military service and several branch lines were dismantled for 4 
shipment abroad. ,. f§- ’ 

Railway Rate* Policy r—Until lately the railway rates 
policy was a bone of contention. It was contended that railways 
determined rates entirely on consideration of railway revenues 
and manipulated rates to encourage foreign industries at the tost 
of Indian enterprises. Sir Ibrahim Rahimiulla first voiced such, 
complaints in the legislature in 1915 and several witnesses con¬ 
firmed them before the Industrial and Fiscal Commissioners and 
the Acworth Committee. Indian businesses paid high rates On the 
transhipment of goods from the interior and on the export of 
merchandise abroad. Rates were deliberately framed to encourage 
traffic to and from pans, thus aiding foreign manufacturers to 
buy raw materials from India and to send goods to this country. 
This ultimately concentrated industries in port towns to the 
detriment of India’s interests. The 'block rates' system also 
aroused much discontent as leading to an artificial diversion of 
traffic inconvenient to industry and trade. The Fiscal Commission 
agreed that rates were manipulated within limits set by the 
Railway Board by placing particular goods into particular classes. 
The Industrial Commission made recommendations in favour of 
the rating of the internal traffic as nearly as possible on a •“basis 
of equality with traffic of the same class and over similar distances * 
to and from the ports, so as to encourage the transformation of 
the raw materials into the most finished state possible before 
export. They also recommended that consignments travelling 
over more than one line should be charged a single sum based 
on the total distance. The Fiscal Commission endorsed these 
recommendations and held that within the limitations laid down 
by their predecessors, special rates should be granted for a term 
of years to new industries and even to others if they could make 
out a proper case for special treatment. The Agricultural Com- 
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mission suggested a closer co-ordination between the Agricultural 
Departments and the railways and recommended die grant of 
concession rates on the transport of fertilizers, fuel, fodder, milch 
cattle, etc. They further suggested a re-examination of rates on 
raw material and transport of agricultural machinery and imple¬ 
ments* Some of these recommendations were accepted by the 
Government of India in April, 1930. Agricultural implements 
were reclassified in order to remove anomalies. The rates for the 
carriage of livestock were examined and reductions made. 

According to the recommendations of the Acworth Com¬ 
mittee, a Rates Advisory Committee consisting of a President, 
one member representing the commercial interest and the other 
representing the railways, was appointed in 1926 to make investi¬ 
gations and recommendations to the Government on complaints 
of undue preference, that rates were unreasonable in themselves, 
complaints or disputes in respect of terminals and that railway 
companies did not fulfil their obligations to provide reasonable 
facilities to trade. The reasonableness or otherwise of any condi¬ 
tions as to the packing of articles specially liable to damage, or 
liable to cause damage and complaints in respect of conditions as to 
packing attached to a rate were also investigated. The Wedgewood 
Committee strongly recommended for the simplification of rates, 
which were cumbrous and illogical. Although the Wedgewood 
Committee simplified the procedure of the Rates Advisory Com¬ 
mittee in 1940, it was not fully effective as it was essentially an 
advisory body. 

Railway Advisory Committees t —Railways Advisory Com¬ 
mittees have been formed in all railways with a view to associate 
the public in the management of railways, following the recom¬ 
mendations of the Acworth Committee. 

Railway Rates Tribunal r— It was found in practice that 
the Railway Rates Advisory Committee could riot provide a 
satisfactory machinery to deal with disputes in connection with 
rates. The Indian Parliament in consequence authorized the 
establishment of a Railway Rates Tribunal cm 1st September, 1948, 
Which was recommended by* the Acworth Committee as far back 
as 1921. The Government of India established the Tribunal in 

a® an important step in the development of its freight policy 
and it should go a long Way towards satisfying the public that 
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their complaints regarding the making or giving o£ undue 
preference in rates or charges or of refusal to quote a statkm-to- 
station rate will be looked into and decided finally by an 
impartial authority* 

The Tribunal is authorized to entertain complaints that 
railway administrations are exercising discrimination, quoting 
unreasonable rates, attaching unreasonable conditions to rates, or 
are unreasonably refusing to quote a fair station-to-station rate. 
Tire Tribunal alone will have the power to reclassify any com* 
modity in a higher class, though such powers will not be exercised 
except on application by the Central Government. Increase or 
reduction in class rates, scheduled rates, terminal or other charges 
will be made only by the Central Government. Both the Tribunal 
and the Central Government will have powers to reclassify any 
commodity in a lower class; but die classification of a previously 
unclassified commodity will be done by the Central Government. 
The Tribunal will deal only with freight rates. The scales of 
charges for the carriage of passenger luggage, parcels, military 
traffic, railway materials and stores and demurrage charges are 
excluded from the jurisdiction of the Tribunal except when 
specific reference is made to it by the Central Government. 

Rail Priorities Organisation :—It is well known that avail¬ 
able rail transport facilities fall substantially short of demand 
under the present economic set-up and hence their rationing 
and control have become inescapable from the public point of 
view. The Railway Priorities Organisation, with five Regional 
Controllers assisted by Local Regional Advisory Committees and 
supervised by a Chief Controller of Priorities at the Centre working 
in dose association with the Railway Executive and the Central 
Board of Transport, has done and is doing good work. The 
weekly meetings of the Standing Committee of the Board are of 
the greatest value in this connection. They ensure co-ordination 
between the competing claims of different Ministries of transport. 
What is more, they serve to keep continuous watch on movements 
and to detect and to remove bottlenecks in rail transport where- 
ever they occur. The most notable decision of the Board itself 
was the determination of national "priorities. Food movements, 
of course, come first and then industries. The Board decide^ 
that full transport facilities should be provided for steel, textiles 
and cement to start with. A programme for each quarter > has 
29 
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be framed Id advance of it and the Standing Committee of 
die Board prepares movement programmes to implement such 
targets. A new scheme has also been introduced by which an 
efficient follow-up machinery will ensure that every consignment 
covered by a priority order is assured of movement. 

As railway traffic is a fairly good index of trade activities, 
the following table is interesting: — 

Railways—Gross Earnings, Wagon Loadings and 
Tonnage Lifted* * * § 
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6,567 

96 

38 

9 

9 

479 

January 

1949 I1 

! 

f “* i 

7,172 

94 

39 

11 

9 

523 


* Relates to Broad and Metre-Gauges of Class I Railways. Monthly 
figures exclude E. P, & Assam Railways. 

f Worked out from progressive figures. 

t Including Miscellaneous smalls, Miscellaneous full wagons, and 
Home line Stores and materials. 

§ Adjusted. 

f Including E. P. and Assam Railways from March 1948. 

Railway Research Council s— As railways occupy a place 
of sdtal importance in nation's economy, it is necessary to harness 
aJi railway resources to support and promote the economic wel- 
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{are of the nation. Railways touch the life of the community 
more intimately than perhaps any other single economic agency 
and their managements should therefore know as precisely at 
they can its changing needs in order to render effective services. 

To provide therefore a continuous study in relation to industry, 
agriculture and domestic and foreign trade, a Railway Research 
Council has been set up in 1949. It has also been entrusted with 
the task of investigating into the operation of railways and 
suggesting improvements and economies. 

Railway Finance* :—The convention relating to the separa¬ 
tion of Railway from General finance which was adopted by a 
resolution of the old Central Legislative Assembly in 1924 was 
intended to remain in force for at least three years and was to be 
therefore subject to periodic revision. There was an abortive 
attempt by a Committee of the Assembly in 1928 to re-examine 
this question. For the next 15 years this attempt was not renewed. 

In 1943, a Railway Convention Committee which was constituted 
was wound up soon after it issued an interim report. In 1947 
during the Budget session, a Committee of the Legislative Assembly 
was set up for the purpose of investigating this matter, but owing 
to the far-reaching political changes that followed, the Central - 
Legislative Assembly and its Committee ceased to exist after the 
Budget session. It has not been possible since, in view of the far 
more important problems that confronted Government in quick 
succession, to take up this question. 

The revenues and expenses of Indian railways are illustrated 
by the following figures: — 

Traffic Receipts (In lakhs of mpees) 


Passenger earnings 

Revised 

estimate 

1948-49 

85,40 

Budget 

estimate 

1949-50 

85,09 

Other coaching traffic earnings 

17,73 

18,12 

Goods earnings ... 

97,36 

1,03,40 

Other earnings ... 

3,14 

3,04 

Suspense 

87 

35 

Total 

2,04,50 

2,10,00 

Receipts of worked lines ... 

4,12 

..15 

Receipts of Indian Government lines ... 

2,00,38 

V 

2.0SSJ, 


* 
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Working Expenses 


Administration ... 

Repairs and Maintenance ... 
Operating Staff ... 

Operation (Fuel)... 

Operation (other than Staff and Fuel) 

Miscellaneous 

Suspense 

Total—Ordinary Working Expenses 
Depreciation 

Payments to worked lines ... 


{In lakhs of rupees) 


Revised Budget 

estimate estimate 

1948-49 1949-50 

19,32 22,21 

46,37 49,93 

25,45 33,64 

24,03 24,29 

7,75 8,65 

33,26 20,54 

—32 -23 


... 1,55,86 1,59,03 


11,29 11,47 

1,56 ' 1.62 


Surplus ( in crorcs) 

]948_49 . . ... ... 15 83 (anticipated) 

1949-50 .. ... ... 9 44 (anticipated) 

The surplus during 1948-49 has been distributed as follows: — 

General Revenues . . ... Rs. 7'34 crores 

Railway Betterment Fund ... Rs. '84 crores 

Railway Depreciation Reserve Fund Rs. 7'65 crores 

The 1949-50 surplus has been allocated as follows:— 

General Revenues ... ... Rs. 4 72 crorcs 

Railways ... ... ... Rs. 4'72 crores 

The entire Railway share has been appropriated to the Rail¬ 
way Depreciation Reserve Fund. 

The Railway Board t—'The Railway Board has been recog¬ 
nised on the basis of die Acworth Committee’s recommendations, 
in order to help the Government to exercise effective control over 
railway administration. The reorganised Railway Board consists 
of a Chief Commissioner, a Financial Commissioner and three 
members. Instead of the Acworth Committee’s recommendation 
of .three territorial divisions with a Commissioner in charge of 
each, the plan of dividing the work on the basis of subjects has 
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been adopted. ,*One member deals with technical subject# and 
another with general administration, personnel and traffic subject#, 
the Financial Commissioner representing the Finance Depart¬ 
ment on the Board and dealing with all financial questions* The 
Board is assisted by five Directors (for Civil Engineering Traffic, 
Finance and Establishments) who relieve the Chief Commissioner 
and members of routine work in order to enable them to devote 
their attention to large questions of railway policy, tour over the 
various railway systems and maintain personal touch with local 
Governments to a larger extent than was previously possible. 

Pakistan Railways :—The following table illustrates that 
the partition of the country gave seven out of the nine railway 
systems intact to the Indian Dominion, while the remaining two, 
e.g., the Bengal Assam Railway and the North Western Railway 
have been divided on the basis of location within the physical 
boundaries of each Dominion. 

Although it is difficult to assess the financial results of the 
working of Pakistan lines due to the amalgamation of railway 
finances and general finances in the Dominion of Pakistan after 
partition, it may be presumed that the working of Pakistan rail¬ 
ways is not likely to be profitable due to the strategic lines of 
the North Western Railway, added to the not very profitable 
lines of the Bengal Assam Railway. 


Route Mileage of Railways 


Indian Union 

Miles j 

! 

Pakistan J 

Miles 

Sections of N. W* Rly,; 

Commercial 

Sections of B. A. Rly: 

Broad gauge 

Meter .. ... 

Railways not affected by 
partition ... ... ! 

1,610 

376 

1,399 

21,180 

Sections of N. W. Rly; j 
Strategic ... ... j 

Sections of B. A. Rly*; 
Broad gauge ... 

Meter 

Jodhpur Hyderabad Rly. 

1,817 . 

503 

999 

319 

Total ... 

24,565 

Total ... 

6;748 

Capital at charge; 

Ks. 672 crores. 


Capital at charge; 

^ K$. 13 6 erores. 

s 
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* Importance of Road Transport in India s— The road trans¬ 
port occupies unique economic significance in India due to the 
vasmess of die country and predominantly rural character of our 
economy. Trade, industries and agriculture depend for their 
development essentially upon an efficient transport system*, 
Although there is ample scope for the extension of railways in 
India, it is bound to be limited by the availability of resources 
and capital equipment. The railway development is also not 
physically possible in many areas, which must be connected with 
modern systems of transport. The answer to this can be found 
by organising efficient roads in India and the scope in this direc¬ 
tion is almost unlimited. 

Road transport is likely to bring forth untold economic and 
social benefits. In addition to helping the railways as feeders, 
roads are the only effective means of improving the standard of 
living in the countryside. It has been recognised that improved 
marketing systems provide by far and large the principal remedy 
for improving the conditions of Indian agriculture and this cannot 
be done except through the network of efficient roads, which will 
increase the efficiency of draught animals by relieving them of 
unnecessary strain and hardship. Efficient roads will eliminate 
considerably the wear and tear of vehicles and result in large 
savings in time. They may help in building “garden factories” 
in rural surroundings. It is also argued that the concentration 
of industries with attendant evils of bad housing and labour 
problems can be effectively met by the decentralisation of indus¬ 
tries through the arteries of roads. 

History of Road Development in India :—India was 
lacking in good roads up to the middle of the nineteenth century. 
The East India Company neglected this aspect of India's economy 
by entrusting the charge of roads in the hands of Provincial 
Military Boards. 

Lord William Bentinck on private initiative took up the 
construction of the Grand Trunk Road connecting Delhi and 
Calcutta with Peshawar. It was from the time of Lord Dalhousie 
that the Government pursued an active road policy. He created 
Provincial Public Works Department for the purpose in addition 
to the Central Public Works Department. Although initially, 
the authorities encouraged the construction of roads to feed rail- 
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ways, trunk roads running parallel to railways were dhconm^ed. 
The road development in India received fresh impetus from fife 
times of Lord Mayo and Lord Ripon who conceded more powers 
to local self-government bodies. 

Features of the Indian Road Systems i—There are four 
great trunk roads, with which most of the principal subsidiary 
roads are inter-linked. The most famous of the trunk roads is 
the ancient marching route for armies, known as the Grand Trunk 
Road, which stretches right across the northern part of the 
country from Khvber to Calcutta; the other three connect 
Calcutta with Madras, Madras with Bombay and Bombay with 
Delhi, These four main roads accounted for about 5,000 out of 
95,054 miles of metalled roads in British India in 1943, Southern 
India is favoured regarding the number and the satisfactory 
character of its subsidiary roads. The most backward areas from 
the point of view of roads are Rajputana, Sind, parts of Punjab, 
Orissa and Bengal. Aridity, thin population, unbridged and un¬ 
bridgeable waterways, difficulties of the ground and lack of 
suitable road materials are among the obstacles. Besides metalled 
roads there was a very large mileage of kachcha (unmetalled) 
roads in 'British" India (201,414 miles in 1943), which are good 
for motor traffic during the dry weather. India’s road system 
even before the advent of motor transport was inadequate for her 
requirements. It is understood that the Government’s reconstruc¬ 
tion plans include an addition of 400,000 miles of roads. The 
increased traffic has normally resulted in deterioration of village 
and district roads. Roads maintained by local bodies are in 
deplorable conditions due to inefficient management and lack 
of resources of local bodies. Sir Kenneth Mitchell suggested that 
district roads should be placed in charge of expert Profincial 
Highway Department as local bodies are incompetent to deal* 
with this problem and it is beyond their financial capacities to 
cope with the post-war development of road construction. 

Although primitive methods of transport by bullock carts 
persist, there has been a phenomenal development of mechanised 
transport by automobiles, which are carrying a large volume of 
traffic throughout the country. 

Rottdi Iti Weal Bengal i~With the partition of India, the 
construction of border roads has assumed top priority and it 
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I* understood that the Government of West Bengal has already 
started work on the construction of 500 mlies of border roads. 
The West Bengal Government's road programme covers about 
1,400 miles, including border roads and the costs of construction 
will be shared by the Provincial and Central Governments. It is 
reported that 900 miles will be constructed by machinery, while 
the remaining 500 miles by manual labour. The Provincial 
budget earmarked a sum of Rs. 31 lakhs during 1949-50 to be 
sj>ent for the purchase of machineries for road Construction. 

Rail-Road Controversy :—Recently, the road transport has 
become vastly popular, and come into competition with railways. 
The rivalry between these two systems of transport has resulted 
in cutting down rates to uneconomic levels. 

The controversy centering round these two systems of trans¬ 
port has engaged considerable attention. The railways maintain 
that they cannot hold their own owing to the road competition, as 
the road transport is placed in an unfairly privileged position. 
It is contended that the railways have to maintain large tracks 
at their own cost, while the motor vehicles do not pay full, if any 
at all, charge of road maintenances, which arc met from public 
funds. 

This competition between roads and railways has appeared 
almost in all countries, and in practice it is found that railways 
arc gradually losing ground. In India, too, railways are gradually 
losing a large part of their traffic to roads, and as such the railway 
revenues are being affected. 

How to tackle this problem of competition has been one of 
the foremost tasks of all governments. Since roads are found to 
compete effectively with railways, it can be taken for granted 
that in such cases roads are more efficient and economically more 
advantageous. Hence any remedy to eradicate the road transport 
by artificial measures, unrelated to economic factors, cannot be 
approved of, from the standpoint of a country’s economic wcll- 
behlg. Thus we cannot support the practice of eliminating com¬ 
petition by virtual prohibition of road transport in India, by the 
system that motor vehicles in passing from one district to another 
have to obtain the previous permission of the district authorities 
epneerned, which more often than not is refused. Instead, this 
problem of competition should be tackled along proper economic 
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lines. In the more advanced countries of the West, the rml^road 
controversy has been solved by adopting a co-ordinated transport 
policy along rational lines. 

We have already seen that both systems of transport possess 
their own distinctive merits, and it is no use to set up an unholy 
monopoly by artificially crippling one type of transport. The 
remedy lies in rationalising the transport systems, as in the case 
of other industries. The merits of both sysrems should be 
thoroughly scrutinised, and each should be allowed to remain 
where it is economically paying. Road transport should be 
allowed to hold its own in case of short distance traffic, especially, 
in the carriage of fresh fruits and flowers. Railways must always 
he utilised for bulky goods and long distance travels. 

There are many places where roads are feeders to railways. 
In India, especially, there are many tracts which are as yet 
unconnected by any railways directly, but these places arc inter¬ 
connected with railways only by roads. Roads act as connecting 
links between those areas and railways, e.g., the route to Shillong 
from Calcutta. Railways run up ro Gauhati, and from there, 
we have motor vehicle route to Shillong, and this rail-cum-road 
transport accounts for the popularity of Shillong as a health resort. 
In such cases, where roads and railways are complementary, the 
road transport generally tends to add to railway traffic. India 
offers plentiful opportunities for developing this type of feeder 
roads. As yet in India, vast rural areas have no means of trans¬ 
port, and they can be easily turned into profitable economic 
regions if they are connected with railways through the roads, 
as feeders. 

In addition, we may mention that India has not yet fully 
explored the possibilities of transport development. Roth systems 
of transport, railways and roads, are full of great potentialities.. 
If a rational transport policy is adopted, and the transport 
development is planned, both can yet be made to grow even 
without competing with each other. In view of the extensive 
areas of our country remaining without any system of modem 
transport, steps may be profitably taken to plan the transport 
development in such' a way that roads and railways can progress 
not along competitive lines, but as complementary ones. A co¬ 
ordinated transport programme is a fundamental necessity for 
our country, 
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* The Mitchell-Kirkness Report recommended for this purpose 
the creation of a Central Advisory Board of Communications in 
the provinces and Divisional Committees in the Commissioner's 
Divisions, This Report was the result of an inquiry, conducted 
during 1932-3 by a small committee of two officers, Mr* K, G* 
Mitchell (now knighted). Road Engineer with the Government 
of India, and L. H. Kirkness, Officer on Special Duty with the 
Railway Board, into existing road and railway competition. They 
suggested a more rigid control of motor transport as one of the 
methods of rendering this competition fair. The Road-Rail 
Conference, convened in 1933, in pursuance of the recommenda¬ 
tions of the Mitchell-Kirkness Committee, adopted resolution 
relating to questions regarding the co-ordination of efforts between 
the various authorities who were responsible for the development 
and control of the different forms of transport in order to reduce 
uneconomic competition. Among others, the Conference favoured 
the removal of the statutory embargo on certain railways operat¬ 
ing road motor services, the grant of monopolies of road transport 
services in order to develop rural services and the creation of 
machinery at the centre and in the provinces designed to secure 
the co-ordination proposed. The Railway Act was accordingly 
amended in September, 1933, enabling railways to run motor 
services in conjunction with rail transport. A Transport Advisory 
Council consisting of the Ministers in charge of roads in the 
various provinces or their representatives, with one or two Council 
advisers, was also formed in 1935. Its chief function was to 
evolve a statement of road policy which might be generally 
accepted by Provinces in order to co-ordinate the development of 
road, rail and other forms of transport. The establishment of a 
new Department of Communications in 1937 paved the wav for 
the adoption of a policy of transport co-ordination in the country. 

The Wedgwood Committee reported that the regulation of 
road transport by Provincial Governments was inadequate and 
that conditions were chaotic. The policy pursued by Provincial 
Governments encouraged an unorganised and inefficient type of 
road transport, which tended to cripple railways without provid¬ 
ing a trustworthy service on the roads while the Central Govern¬ 
ment delayed the provision of an adequate road system by 
limiting expenditures from the road fund. India thus tuflfered 
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in consequence from inefficient railways and inadequate mads. 
An effective co-ordination could be brought about by opa^dhg 
bath road and mil transports as public services. A proper reguia* 
tion of the road transport is desirable from the point of view of 
safety and in order to protect the railways against unfair and 
uneconomic roads. The regulation of roads should be conducted 
by Provincial Governments in accordance with uniform principles, 
enacted by the Central Government* The Committee recom¬ 
mended a system of regional licensing for goods vehicles and 
suggested statutory provision in order that goods rates might be 
regulated at some future date. The same system of regulation 
should be applied to private lorries as to public lorries. Police 
control for enforcing provincial rules should be strengthened 
and the Provinces should aim at uniformity in the taxation of 
motor vehicles. 

The Wedgwood Committee strongly recommended participa¬ 
tion in road transport by railways and therefore proposed that 
railways should have full powers to run road services, invest money 
in or enter into working agreements with road transport under¬ 
takings and arrange road transport services through contractors. 
Railways should investigate the possibilities of passenger and road 
services and place their proposals regarding competitive and feeder 
services before Provincial Governments. The railways in India 
are gradually implementing these recommendations. Finally, the 
Committee also urged the importance of evolving voluntary co¬ 
ordination between railways and the more responsible elements in 
the road transport industry. 

Regulation of Motor Traffic r—The Motor Vehicles Act 
of 1939 supersedes the earlier Act of 1914 which was Jfound 
inadequate to deal with the rapid development of motor transport,. 

The Act aims at vesting the control of transport vehicles 
carrying passengers or goods for hire or otherwise in the hands of 
regional transport authorities constituted for specified areas within 
the province and constituting a provincial transport authority 
for the whole province for the purpose of co-ordination, heading 
appeals, etc. All motor vehicles must be covered by a permit 
issued by the regional transport authority of an area and 
the holder should be required to observe certain well-recognised 
conditions, satisfactory maintenance of the vehicle, the obser- 
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wm ce of prescribed speed limits and the avoidance of overcrowd¬ 
ing the vehicles or overworking the drivers. 

In granting permits for motor buses and taxis, the transport 
authorities are required to bear in mind certain general guiding 
principles, viz public necessity and convenience, the prevention 
of uneconomic competition and the suitability of the roads to 
bear such forms of transport. Regarding public goods traffic, the 
principle adopted is that while the transport of perishable goods 
by road over short distance should not be interfered with, long¬ 
distance traffic should be left principally to railways. The 
necessary control over road transport is vested in Provincial 
Governments. It has been provided that a route-permit holder, 
in return for the security given to him against unreasonable com¬ 
petition, .should maintain a regular service, i.e. } have the responsi¬ 
bility of a public utility company. Power is given to the regulating 
authorities to fix minimum and maximum rates for traffic on 
the roads. 

The Act has also provided for compulsory insurance of 
motor vehicles in respect of third party risks. This provision 
came into force on 1st July, 1946. 

It has been provided that motor licences should be valid 
throughout India, without detriment to the right of a province 
Or State tc fix its own motor taxation. Applicants for new licences 
are required to pass a special prescribed test. 

Road Development and Co-ordination The phenomenal 
growth of motor transport in India led to the necessity of a 
comprehensive road programme in order to co-ordinate local 
programmes and evolve a common policy. Road Boards were 
established in Bombay, Madras, Punjab, and United Provinces. 
These Boards are mainly advisory, except in Punjab where the 
Board is also entrusted with the distribution of grant-in-aid from 
provincial funds. Provincial Governments at present are pursuing 
a policy of nationalisation of road transport, although there 
remain a lot to be done to make nationalised services efficient 
and economic. 

Road Finances s—The Indian Road Development Com¬ 
mittee was appointed in 1927 under the chairmanship of Jayakar 
£> investigate the problems of road transport in India, 
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Central revenues benefit from the development of mads 
through larger railway receipts and customs and excise receipts 
from motors and motor spirit. A well-balanced scheme of motor 
taxation should include duty on motor spirit, vehicle taxation and 
licence fees for vehicles plying for hire. Proceeds of these should 
he spent on road development. It has been suggested that a 
re-classification of roads should be made in order to transfer some 
of the local roads to the category of arterial roads and thus reduce 
the burden on local bodies and enable them to devote attention 
to feeder roads and roads of purely local importance. The local 
bodies also require* more liberal financial assistance from provin¬ 
cial funds. The implementation of the above measures would 
indirectly benefit village roads by the release of provincial revenues 
and local funds, which are now being spent on main roads to meet 
the requirements of motor transport. The Road Committee also 
favoured contributions by the railway administration towards the 
construction and maintenance of feeder roads. The Committee 
deprecated the levy of road tolls on any traffic (except tolls on 
bridged where a definite service is provided to replace a ferry or 
a bad river-crossing) as obstructive to a rapid form of road trans¬ 
port and causing harassment. 

The Agricultural Commission suggested that the policy of 
road development would be much better carried out if, instead 
of relying solely on current revenues, loans were raised for 
financing road programmes. They held that in view of the quasi¬ 
permanent character of roads and the works connected with diem, 
the annual amount required for the amortization of provincial 
loans raised for this purpose would not be heavy,, charge on the 
resources of a province for the upkeep of local village roads. The 
Road Committee suggested that the propriety of raising^such 
loans must be decided by each local Government for itself accord¬ 
ing to circumstances. They deprecated large schemes of road 
expansion financed by loans, for the service of which provincial 
revenues might be mortgaged for long periods. They recom¬ 
mended that construction or reconstruction should be financed 
from loans, which should be for short periods. They also recom¬ 
mended that there should be revenue dearly in sight to cover 
not only the interest and sinking fund charges, but also the cost 
of maintaining the road when constructed and construction from 
loans should preferably be confined to the more permanent parts 
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of a project, e*p, bridges, the life of which can be estimated with" 
imx accuracy for the calculation of the sinking fund, while the 
cost of maintenance is small. The Road-Rail Conference of 1933 
recommended that a comprehensive plan should be drawn Up in 
Older to investigate the possibility of development of both main 
and subsidiary roads from loan funds within the limit of the 
resources available for maintenance. The twelfth annual general 
meeting of the Indian Roads and Transport Development Associa¬ 
tion held in 1940, pleaded for a new road policy with proper 
financial arrangements for the provision of roads and their 
maintenance. 

Road Policy i —The Legislative Assembly adopted a resolu¬ 
tion for a period of five years in 1930 embodying the following 
recommendations of the Road Committee. The resolution aimed 
at ensuring some continuity in road programmes and maintaining 
the enhanced duty on motor spirit for a period of five years in 
die first instance. The proceeds of the additional duty during 
the same period should be allotted as a block grant for expendi¬ 
ture on road development to be credited to a separate road deve¬ 
lopment account, the unexpended balances of which shall not 
lapse at the end of the financial year. The annual grant was 
proposed to be distributed in the following manner. The Govern¬ 
ment of India should retain ten per cent as reserve for two years 
ending 31st March, 1931 and the position should be reviewed 
thereafter. Special grants may be made from this reserve for 
projects beyond the resources of local Governments or schemes 
Which concern more than one province or State, or a bridge over 
a river on a provincial or State boundary. Out of the remaining 
balance, an allotment should be made among the provinces in 
the ratio which the consumption of petrol in each province would 
bear to the total consumption in India in the preceding calendar 
year, the rest representing the consumption of petrol in minor pro¬ 
vinces, administrations and Indian States which should be allowed 
W lump sum from the Government of India. Grants should be 
made to each province for expenditure on schemes which are 
approved by the Governor-General on the advice of the Standing 
Committee for Roads. A standing Committee for Roads should 
be constituted every year consisting of certain elected and nomi¬ 
nated members of both the houses of the Indian Legislature, 
under the chairmanship of the member of the Governor-Generars 
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Council In charge of the department, dealing with roads. This 
Committee should advise the Governor-General on all matters 
relating to roads including central research on roads and my 
action to be taken fay the Government of India on the proceed* 
ings of the periodical road conferences. All proposals for expen¬ 
diture from the annual grant or its accumulated balance should- 
be submitted for approval to the Finance Sub-Committee, con¬ 
sisting of the Chairman of the Standing Committee for Roads 
and of its members, being also members of the Legislative 
Assembly. 

It may be observed that a certain degree of co-ordination 
between the Centre and Provinces was detailed through periodical 
road conferences, consisting of representatives of the Government 
of India and local Governments. Road Engineer was also appointed 
by the Government of India and he acted as secretary to the 
Road Conference. 

The share of the petrol duty available for the Road Fund was 
increased from 2 annas to 21 annas per gallon with effect from 
1st October, 1931 with the levy of a surcharge on petrol. The 
total revenue during the first five years of the Road Development 
Account aggregated Rs. 518 lakhs. Up to the end of March, 1944 
the Fund had received about Rs. 21 crores and after transferring 
nearly Rs. 4 crores to the Reserve, the sum available for distribu¬ 
tion to the Provinces, States and minor Administrations was 
about Rs. 16 crores, excluding Burma’s share prior to separation. 
The total unspent balance to the credit of the Road Fund on 
1st April, 1944 stood at Rs. 232 35 crores. 

The first five years for which the road account was first set 
up expired in 1933-4. A new resolution regarding the;, road 
account was adopted by the Central Legislature in April, 1934, 
and this placed the account on a semi-permanent basis. It in¬ 
creased the reserve at the disposal of the Government of India 
from ten to fifteen per cent in order to enable them to deal more 
liberally with the less developed provinces. It provided for loans 
for road development and in special cases for the maintenance 
of roads constructed from this account or from loans as admis¬ 
sible charges on the account. 

A new Road Resolution regarding the allocation of grants 
from die Road Fund to the provinces was passed in February, 
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1937, by the Assembly according to the recommendation of the 
Transport Advisory Council. Among notable changes were that 
the shares allotted for expenditure in the Governor's Provinces 
were to be retained by the Governor-General until they were 
actually required for expenditure in order to ensure prompt utiliza- 
^tion of the money placed at the disposal of the provinces and the 
Central Government was enabled to resume the whole or any part 
of the sums which it might hold for expenditure in any province, 
if without reasonable cause the province delayed utilizing its share 
in the Road Fund for road development. The Governor-General 
was also authorised to resume the share of a province, if it failed 
to rake such steps as he might recommend for the control of motor 
tehicles, This provision was criticised by provinces as amounting 
to unwarranted interference in their road policy by the Central 
Government. The Central Government however defended their 
acrion for securing a balanced system of communications. The 
pro\ ision allowing the use of the Road Fund for defraying charges 
on road loans was discontinued in view of the impending Provin¬ 
cial Autonomy. 

Sir M. Visvesvaraya advocated the local manufacture of motor 
cars in India in 1936. The question was taken up by the National 
Planning Committee which approved of his scheme in 1938. A 
few Indian companies have been formed for the purpose of 
manufacturing automobiles in this country. At present, they 
have entered into contracts with foreign firms for assembling 
the parts of motor cars of particular brands and eventually they 
proj>o$e to manufacture cars in India in collaboration with 
foreign manufacturers, 

Pakistan ^-Although there is a great scope for the develop¬ 
ment of roads in Pakistan, the Government have not yet formu¬ 
lated their policy regarding the continuance of the Road Fund 
and the implementation of the scheme concerning the National 
Highways, Roads in Eastern Pakistan suffered severe damage® 
during the war period and their repairs and reconstruction are 
urgently called for. 

Inland Waterways i*—Inland navigation carried a large 
volume of traffic in early times and many old towns like Mirzapore 
grew along the banks of commercial highways. Inland naviga- 
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lion received a set-back from the advent of railways and has always 
been neglected in India. 

Inland navigation is inadequate in proportion to India*# 
population and resources and in spite of physical difficulties, there 
remains a large scope for the proper development of this useful 
method of transport* There are now about 26,000 miles of narig. 
able waterways in India and Pakistan. The Indus, Ganges, Chenab, 
Sutlej, Hooghly and Brahmaputra are navigable rivers for several 
miles above their mouths or above the heads of navigable canals 
traversing their deltas. Peninsular rivers are not so often navigable. 
At times they flow in torrents, while during some parts of the year 
they become merely pools, rendering navigation impossible. 
Owing to strong and erratic currents, the Narbada and Tapti 
are not suitable for navigation. Although die Mahanadi, Godavari 
and Krishna are navigable in their upper reaches, they do not 
carry large traffic. Some small rivers round the coast, creeks and 
back waters also provide amenities for water transport. 

The question of navigable canals received attention in India 
from time to time. Six Arthur Cotton prepared an ambitious 
scheme of navigable canals, which was put before a Parliamentary 
Committee in 1872. He argued that water-carriage facilities were 
suitable for India and less expensive titan railways and possessed 
the additional merit that they could sometimes be combined with 
irrigation. The scheme was abandoned owing to the heavy expen¬ 
diture it involved and also due to the opposition of railways. 

There exist a few navigable canals, e.g. f the Ganges Canals 
from Hardwar to Cawnpore and the Buckingham Canal parallel 
to the east coast in Madras. The numerous irrigation canals are 
generally not suitable as waterways. The two types of canals 
cannot always be suitably combined together. It is not possible 
to maintain navigation during the season of short supply of water 
without detriment to navigation. Irrigation canals are usually 
shallow and circuitous in their course and pass through sparsely 
populated rural regions to serve the requirements of cultivation. 
Canals for navigation on the other hand, must he deep and pass 
through industrial and commercial centres in order to attract a 
sufficient volume of business. Conditions are, however, more 
favourable in the deltaic regions of West and East Bengal, Orissa, 
Sind and Madras. The construction of navigable canals either 
30 
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for transport or for both transport and irrigation used to receive 
attention when railways were losing, but such development projects 
were discarded immediately after the railways became profitable 
undertakings. 

The Industrial Commission recommended that the Govern- 
menj of India should take up the question and see to it that the 
railway and waterway administrations work together harmoniously 
for those parts of the country which are served by both and that 
the proposal of forming a Waterways Trust should receive careful 
consideration. Inland waterways, well planned, would relieve 
congestion in the railway system and serve the needs of small-scale 
transport, It may also be possible to adapt some of the irrigation 
canals to the needs of navigation. The National Planning Com¬ 
mittee urged in 1938 the regulation, development and control of 
the rivers and waterways through provincial and inter-provincial 
commissions for the benefit of agriculture and industry. The 
Central Waterways Irrigation and Navigation Commission is 
investigating into the possibilities of extending inland navigation 
by means of new construction or revival of old waterways. 

Marine Transport :—India was a great sea-faring country 
until the beginning of the nineteenth century, when the bulk of 
commerce in the Indian seas was carried in Indian bottoms built 
in India, which also possessed several passenger ships. Indian 
ships built in the country out of timber were considered superior 
those of other countries. 

The improvement in naval architecture in the West resulting 
in iron-built ships, beginning of mechanised sea transport, 
British Navigation Acts and jealousy of British merchants 
deprived India of this important industry and by the advent of the 
present century India practically possessed no mernionable tonnage 
nor did she occupy any place In the carrying trade. 

India’s place in Shipping 5— -Although India posssesses an 
extensive sea-board and a large coastwise and sea-borne trade, she 
occupies an insignificant place in shipping trade and industry. 
The following table illustrates tonnage, entries and clearances in 
regard to Indian ports. 
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It has been estimated that the share of Indians in the coast-*" 
ing trade amounts to only 25 per cent, and in the oceanic trade to 
about 4 per cent. The partial monopoly of the Indian coasting 
trade which is controlled by a ‘Conference’ of a few large British 
navigation Companies has created a very difficult position for 
Indian shippers and shipowners. The Fiscal Commission pointed 
out the great disparities of rates between the charges on goods 
shipped from one Indian port to another and those on goods con¬ 
veyed between India and foreign countries, thus handicapping 
Indian goods in transmission in comparison with goods from and 
to foreign countries. The Conference dominated by foreign ship¬ 
ping interests controls India’s coasting trade and very often 
jeopardises the interests of indigenous concerns by means of un¬ 
fair and cut-throat competition. Among notable grievances of 
Indian shipowners are the deferred rebate system and rate wars. 
The shipping companies issue a notice or circular to shippers 
informing them that, if at the end of a certain period, usually 
four or six months, they have not shipped goods by any vessels 
other than those of the members of the Conference, they will 
be credited with a sum equivalent to a certain percentage generally 
ten per cent, of the total freights paid on their shipments during 
that period. The sum thus refunded is known as deferred rebate. 
This system compels continued ‘loyalty’ of the shipper to the 
Conference, which is thus able to handicap seriously the indigen¬ 
ous enterprises. The Fiscal Commission therefore strongly recom¬ 
mended legislation to be undertaken on lines followed in other 
countries. 

Besides the deferred rebate system Indian enterprises 
were often cripplied in the past by rate wars. Foreign com* 
panies which are old concerns and financially strong very often 
indulge in rate cutting, which proves fatal for comparatively new 
Indian enterprises. In addition, foreign insurance companies are 
used to classify Indian ships as second class risks, because they 
are run and managed by Indians, although such ships are easily 
recognised first class by experts in London. It is well known how 
Dutch lines lately reduced freights precipitately and embarrassed 
the Indian shipping companies. 

Foreign shipping companies neglect the comfort of deck 
passengers on coastal ships and several committees were appointed 
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to investigate this question. They are also shy in training Indians 
for higher executive and engineering jobs in ships, which employ 
a large number of Indian crews. 

The Indian Mercantile Marine Committee appointed in 
February, 1923, recommended that in order to provide for the 
training and future employment of officers indispensable for the 
formation of an Indian mercantile marine, a training ship should 
be established at Bombay by the Government. The Government 
accepted this recommendation and the Royal Indian Marine vessel 
‘Bufferin', refitted so as to enable her to take in cadets, is now 
utilised as a training ship for officers and engineers of the Indian 
mercantile marine. Provision should be made at colleges of 
engineering for training marine engineers and facilities should be 
provided for practical experience at sea. The coastal trade should 
be reserved for licensed shipping companies, which are to arrange 
for evenrual Indianization regarding ownership and controlling 
interest. The question of granting navigation bounties to purely 
Indian shipping companies in respect of overseas trade to other 
countries should be favourably considered as soon as a sufficient 
number of trained Indian officers were available and Indian ship¬ 
owners proved efficient in managing and running coastal steamers. 
Calcutta should be developed as a centre of self-propelled ship¬ 
building, being most suitable owing to its vicinity to coal and 
steel-producing districts and the greater experience than iny other 
centre which it commanded. The Committee also suggested that 
protection should be given to the industry in form of construction 
bounties in order to make up the difference between the minimum 
cost of production in India and abroad, subject to a maximum of 
twenty-five per cent of the price abroad. The establishment of a 
shipbuilding yard by an Indian company may be aided by the 
Government by cheap loans and assistance in acquiring a suitable 
site, extension of Government and Port Trust patronage on certain 
terms regarding cost and legal provision that when such a suit¬ 
able shipbuilding yard was completed and established, all ships 
seeking a licence on the coast should be required to have been 
built in India, Expert assistance from abroad for shipbuilding 
should be invoked. India should eventually establish schools and 
colleges for the study of naval architecture. Meanwhile colleges of 
engineering should provide for additional post-graduate courses in 
naval architecture. 
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The Government did not implement the above recommenda¬ 
tions and .only established the training ship “Dufferin”. 

It may be observed here that from time to time, several non¬ 
officials bills were moved in the Legislature to regulate shipping 
in Indian waters and reserve coastal traffic exclusively for Indian 
bottoms to encourage the development of Indian shipping, but 
they were nor accepted by the Government, which was at that 
period more concerned with protecting British interest at the cost 
of our national industry. Among such non-official bills, Mr. Haji’s 
fyill was particularly important. 

A non-official Coastal Traffic Bill was introduced in the Central 
Assembly by Sir A, H. Ghuznavi, in September, 1937 and it was 
referred to a Select Committee. The Bill as redrafted by the Select 
Committee in 1938, empowered the Central Government to deal 
with unfair competitive methods in coastal waters, after making 
inquiries, by fixing the minimum rates of fares and freights for 
the carriage of passengers and goods. The charging of rates lower 
than those fixed by the Central Government was made a penal 
offence. The Government of India opposed the Bill stating that 
it was unnecessary and impracticable. They were however pre¬ 
pared to regulate coastal shipping within limits. It was proposed 
to repeal the old Act of 1850, which threw the coastal waters of 
India open to the shipping of all nations and then to regulate 
coastal shipping. This was designed against the increased intrusion 
of Japanese and German shipping in the coasral trade of India. 

The Reconstruction Policy Sub-Committee on Shipping 
appointed by the Government of India submitted its Report in 
April, 1947. The Committee pleaded for a vigorous national 
policy of shipping and recommended a tonnage target of 2 million 
gross tons of shipping to be achieved by about 1954, in order to 
obtain for Indian shipping the entire coastal trade, 75 per cent 
each of India’s trade with Burma and Ceylon, 50 per cent of 
India’s distant trade and 30 per cent of the trade lost by the Axis 
powers in the East. 

The Committee proposed the establishment of a Shipping 
Board. The Board will be empowered to issue licences to com¬ 
panies plying in coastal waters and to control unfair competition. 
It will also advise Government on the nature of state aid to be 
granted to Indian shipping and the nature of Government control 
to be applied to companies receiving such aid. 
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Analysis of the Indian Shipping Industry The prospect 
of the Indian shipping industry brightened up with the advent 
of Independence. The scope of a prosperous shipping industry 
is vast in* India, with her extensive sea lanes and huge foreign 
trade. The present Indian tonnage in commission is about 342,00$ 
tons gross, while that under construction is about 30,000 tons 
gross, while it has been aimed to reach a target of 2 million tons 
within the next five years. 

The value of a full-fledged mercantile marine in India under 
the present economic set-up can never be exaggerated and its 
absence has been easily an element of weakness of our economic 
system. In addition to providing a vast field of employment, a 
developed mercantile marine will add substantially to our national 
dividend and prove to be a rich source of earning foreign exchange* 
At present India pays heavily to foreign countries by way of 
freights. The value of a mercantile marine as a naval auxiliary 
and a second line of defence in times of war is universally recog¬ 
nised and as India has now laid the foundation of her own navy 
she cannot afford to neglect this aspect of the question. 

It should however be remembered rhat die Indian shipping 
industry left to itself will not be able to grow according to our 
anticipations. A vigorous state policy is urgently called for in this 
regard. Apart from the strategic and defence points of view, a 
shipping industry from inherent economic reasons requires 
substantial state aid to grow in its initial stages. It requires 
a large capital outlay, which is to be locked up for a fairly 
long period without yielding attractive returns and so a 
large amount of private capital is not likely to be available 
for developing this industry under present economic conditions 
in India. The state must therefore step in to aid the Indian ship¬ 
ping industry during the initial period. It is therefore gratifying 
to observe that the Government of India have declared to support 
the Indian shipping industry in a very active way. The Govern* 
ment proposes to step up the tonnage by starting three Shipping 
Corporations, which will be semi-state concerns and managed by 
private companies under the control and supervision of the Govern¬ 
ment. The capital of these Corporations will be subscribed partly 
by the Government and partly by private companies, which will 
be entrusted with management. The first Corporation of this 
kind is likely to start functioning at an early date. It will be 
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Managed by the Scindia Steam Navigation Company, The Cor¬ 
poration will be started with a capital of Rs. 10 crores. Of this 
amount SI per cent would be intialiy taken up by the Government 
with a view to inspire greater confidence in the public investors 
in the ultimate success of this joint shipping venture. The Govern¬ 
ment have provided the much-needed incentive, namely, that in 
case the Corporation incurred any losses within the first five years 
of its working, they would be made good by the Government. 

There are other favourable circumstances for the develop¬ 
ment of the Indian shipping industry. At present, the Government 
imports large quantities of food grains, steel, rail, cement, machi¬ 
nery, wagons, etc. If the Government were to follow the lead of 
the U.S. Government in regard to carriage by American ships at 
least to the extent of 50% of Government-owned or controlled 
cargo, they would not only enable Indian shipping to take great 
strides but would also ensure its comparative economic operation. 
The Government in addition should adopt active steps to eliminate 
unfair competition in India’s coasting trade. Besides, if the 
Government were to use their good offices for securing entry of 
Indian shipping into rhe different Conferences and if they were 
to take piompt and effective .steps to promote co-ordination among 
all their Ministries to enable Indian shipping to carry as large a 
quantity of Government cargo as possible, there was ample scope 
both for private enterprise and joint venture to cover the field on 
economic lines. As we have a National Government, dedicated to 
die task of enhancing the economic welfare of the Indian masses, 
we may confidently hope that the above measures will be fully 
implemented in practice. The history of the shipping industries 
of Japan, United States and Germany fully illustrates an active 
participation of the state. Even England’s maritime greatness is 
often attributed in part to the protection derived from the Navi¬ 
gation Acts, which were in operation for about two centuries before 
they were repealed towards the middle of die last century. The 
Government of India should see that the Indian shipping industry 
does not again become the Cinderella of the joint shipping family. 

The development of an Indian mercantile marine is closely 
linked up with a proper ship-building industry. Although rhe ship¬ 
building yard at Vizagapatam is constructing ships of quality and 
design, the progress is rather slow. As a vast enterprise of this 
kirn! requires a huge capital and highly technical personnel it 
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offers a suitable field for state enterprise and the recent fn&ve of 
the Government of India for taking over the ship-yard at Vxzaga- 
patam will be generally welcomed, 

lire development of India’s harbours and ports on modern 
.scientific lines is likely to help the expansion of India's coastal and 
foreign trades* The Government's port development plans are 
therefore likely to be of great value to the country. The mam 
features of the port development plans are a Rs. 8,S0,00,00(bscheme 
for the expansion of Calcutta's docks, remodelling of marshalling 
yards, construction of road and railway links, installation of new 
bridges and lock gates, modernization of workshops and building 
of staff quarters* It is hoped to increase the tonnage handled by 
about two millions. * 

Bombay's Rs. }0,(X) r 00,0iK)-pro}ect includes the construction of 
new ferry berths, new entrance locks and a dry dock, installation 
of new electric and hydraulic cranes, building of new wharves and 
warehouses, improvements to road communications and lengthen¬ 
ing of Ballard Pier. The port will be able to handle an additional 
two millions tons of cargo with the implementation of this scheme* 

The Rs. 4,50,00,000-project for Madras includes the expan¬ 
sion of the harbour to a distance of about 1,000 yards and the 
construction of new warehouses and marshalling yards. The port 
is expected to handle an additional one million tons of cargo. 

The Cochin harbour expansion scheme to handle an addi¬ 
tional tonnage of £ million tons is to cost Rs. 80,00,000. 

Directorate-General of Shipping :—The Government of 
India have decided to set up a Directorate-General of Shipping 
under the Ministry of Commerce. The new organization will have 
its headquarters in Bombay, which has been chosen for easy con¬ 
tact with shipping interests. 

The Directorate-General is expected to become the sole 
authority dealing with shipping matters. It will absorb various 
Government organizations such as the Mercantile Marine Depart* 
raent, Office of the Controller of Shipping, the Lighthouse Depart¬ 
ment, the Directorate of Seamen's Welfare and die Office of the 
Nautical Adviser and Chief Surveyor, It will initiate plans and 
proposals for the Government's consideration. The Government's 
decision to set up the Directorate-General, which has been endorsed 
by the Economy Committee, will divest the Commerce Ministry of 
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touch administrative work and enable it to concentrate on shipping 
policy and legislative measures. 

Pakistani Water Transport t —Pakistan has an extensive 
overseas trade, as it is rich in valuable cash crops like jute and 
Cotton and has good exportable surpluses of food-grains, hides- 
and skins, raw wool, tobacco, etc. The two Pakistan zones which 
are not geographically contiguous are connected by sea. Until 
recently there was no shipping company in the territories now 
comprising Pakistan. With the advent of Pakistan, Karachi and 
Chittagong have been declared as ports of registry and ships are 
now being registered at these ports. There are at present two 
principal Pakistan shipping companies. These firms control ship¬ 
ping of 1,400,000 tons. 

The Pakistan Government proposes to establish a Railway - 
River Transport Board in order to co-ordinate traffic by rail r 
steamer and country craft. The Eastern Bengal Railway proposes 
to construct a flotilla to cover rivers in Eastern Pakistan at an 
estimated cost of one crore of rupees. 

In order to formulate a scheme for the development of the 
ship-building and ship-repairing industry in Pakistan, a meeting 
of the interests concerned will be shortly held under the Director- 
General of Supply and Development. The items on the agenda 
include the advisability of establishing four units in Pakistan— 
two for Karachi and one each for Narainganj and Chittagong— 
to undertake the manufacture of river, coastal and harbour craft 
and ship-repairing work of some magnitude, provision for a modern 
dry do* k at Karachi for repairs to ocean-going liners, a dry dock 
at Chittagong, a slipway at Narainganj for small craft and fixation 
of a target for the ship-building industry to be fulfilled in the next 
five years by Government and private enterprise. 

Air Transport :—Civil aviation made rapid progress after 
World War I. India began to take interest in civil aviation with 
the introduction of air mail service between Karachi and Bombay. 
The inauguration of French and Dutch services in India, the 
weekly service between England and Karachi and the Empire Mail 
Scheme increased interest in civil aviation in this country, India 
is now a party to the International Air Convention. Flying dubs 
have been started in India for training pilots and the Government 
have been taking active interest in training pilots by awarding 
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civil aviation scholarships. Similar scholarships are also awarded 
by private institutions, e.g., Ratan and Dorabji Tata Trusts. The 
Meteorological Department has improved substantially meteoro¬ 
logical arrangements for civil aviation. 

There has been a phenomenal progress in civil aviation in 
India after World War II and several private enterprises have been 
started in this industry. Civil aviation is fast developing in India 
in both passenger and goods traffic and regular air services now 
connect almost all important towns in India, Some Indian com¬ 
panies are also extending their services abroad. The first external 
service between London and Bombay was started by an Indian 
company, namely, Air-Xndia International Ltd., which was started in 
1943. The service was undertaken on a joint partnership basis 
between the Government of India and the company, the former 
subscribing to 49 per cent of the capital of the company. 

India has become a vital force in the modern air age, having 
acquired fourth place in civil aviation among the nations of the 
world. India today lias seven civil aviation companies, operating 
22,092 miles of regular internal air services, and three overseas ser¬ 
vices. The internal lines covered 13 5 million flight miles last year 
and carried more than 342,(XX) passengers. The speedy advancement 
of civil aviation in this» country is regarded as having no parallel 
in the world. The Government of India have budgetted for an 
expenditure in 1949-50 of Rs. 2,92,00,000 for development projects 
under civil aviation, * 

India, as a member of the International Civil Aviation Orga¬ 
nization, has to develop her aerodromes to conform to the standards 
laid down by it. A wide programme of construction of terminal 
and residential buildings, receiving stations and hangars at the 
international airports in India and also at other aerodromes in the 
country, is being undertaken. 

With the rapid growth of air-transport in India, the respon¬ 
sibilities of the Civil Aviation Department have increased. It now 
has to deal with 46 civil aerodromes besides a number in Indian 
States. It has also to open a few additional aerodromes and man 
them with trained personnel. In view of the big developments in 
radio technique as an aid to aviation, the Government propose 
to spend Rs. 58 lakhs to provide radio communication facilities to 
aircraft in India. The Director-General of Civil Aviation is con¬ 
cerned with the maintenance and control at present of 46 com- 
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munication stations scattered all over the country. The Govern¬ 
ment of India started in 1946 a civil aviation training centre at 
.Saharanpur with a communication school attached to it for train¬ 
ing radio operators and technicians. More than 300 candidates 
have passed through this institution in the past two years. 

The establishment of a flying training school at Allahabad in 
September, J 948, was another Government undertaking, and two 
batches of pilot instructors have so far completed their training at 
this school. Training aircraft—Chipmunks and Aero XIX—which 
had been ordered from abroad have begun arriving in India and 
the first batch of commercial pilot trainees will soon be admitted 
to the course. Arrangements are also being made to open an 
engineering school for training ground engineers and for a repair 
* organization for the overhaul and day-to-day maintenance of train¬ 
ing aircraft, 

Rs. 15 lakhs have been set aside for payment of subsidies to 
flying and gliding clubs, which will assist in the training of civil 
aviation personnel. In the past year, flying clubs trained 179 pilots 
for the ‘A* licence and 19 for the ‘R’ licence, besides having on 
their rolls 267 trainees on January 1st, this year. 

An Aeronautical Society has been formed to promote the 
advancement of the profession of aeronautics in India. The Society 
has among its members scientists, engineers and technical personnel 
of the Civil Aviation Department, In spite of this rapid progress 
in final ^aviation, Indian companies are handicapped by high 
operating costs and lack of technical personnel. In order to encour¬ 
age the development of civil aviation, the Government has been 
taking active measures to see rhat Indian air lines become profit¬ 
able. It has been decided to carry ail postal services by air and 
substantial reductions have been made in duties on aviation spirit. 

The Government of India provide aerodrome facilities to these 
private enterprises and in order to ensure the growth of a sound 
air service, the Government have introduced the system of licenses. 

It may be observed here that all the air services in India are 
controlled and guided by the State. Although the question of 
nationalizing them has been before the Government for some time, 
It has been decided to let them continue and also to help them to 
develop to the fullest possible extent. Barring one or two com¬ 
panies, all private air lines are working at a loss. In view of the 
importance of civil aviation in India, it is desirable that air 
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transport should be nationalised at an early date, It will ensure 
efficient service. 

The Government of Pakistan is contemplating to nationalise 
air transport services. 

The Royal Indian Air Force :—The Royal Indian Air 
Force was started in 1932 with a first batch of Indian cadets trained 
at Cranwell. It has been expanding since then and training facili¬ 
ties have been arranged in India. The Royal Indian Air Force 
is an important 'segment of the Indian militia and rendered meri¬ 
torious services during the Hyderabad and Kashmir campaigns. 

Air Transport Association t—The Air Transport Associa¬ 
tion of India has been formed by seven operating companies of 
India, namely, Air India, Airways India, Air Services of India, 
Bharat Airways, Deccan Airways, Indian National Airways, and 
Indian Overseas Airlines. It is stated that the Association was. 
being formed with a view to putting Indian civil aviation on a 
sound commercial basis, and to establish, by mutual consultation 
and co-operation, an efficient transport service without involving 
the companies in financial difficulties. The Association would 
also serve as a representative body of Indian air operators to 
advise the Government regarding civil aviation problems. The 
Association should aim at making the aviation system of the 
country efficient and economical. 



CHAPTER XXII 

TRADE AND TRADE AGREEMENTS 
The Foreign Trade of India 

Early History of India’s Foreign Trade dndia had foreign 
trade connections in ancient times and once she had extensive 
trade with Babylon, It is stated that Egyptian mummies were 
wrapped in fine muslins of India. The muslins of Dacca were 
very popular with Greeks under the name of Gangetika. Rome 
in early days used to consume large quantities of Indian manu¬ 
factures. There is concrete historical data, which shows that 
India used to command a flourishing trade with Persia, Arabia 
and China. During those days, India presumably exported more 
than she imported from foreign countries and this in conse¬ 
quence swelled India's stock of precious metals and she obtained 
the notoriety of being a “sink of precious metals”. That India 
possessed a mercantile marine of importance in early times is 
illustrated by her extensive entrepot trade, mainly in silk and 
porcelain imported from China, precious stones from the Indian 
Archipelago and pearls from Ceylon. 

Although the foreign trade of India received a set-back 
during the eleventh century with the beginning of the Muslim 
rule, following unsettled conditions, the Moslems were instrumen¬ 
tal in opening India's trade along the frontier land routes from 
Lahore to Kabul and from Multan to Kandahar. 

Hitherto the trade with Europe passed on the Indian Ocean 
up to Aden, which unloaded goods in the Gulf of Suex and then 
they were transported to Europe by land or water, Italian 
merchants were principal distributors of Indian goods throughout 
Europe. Among others, calicoes, woollen and silk goods, jewelleries, 
etc, were principal items of exports and the East India Company 
subsequently monopolised the entire foreign trade of India. 
Further impetus to India's trade with Europe was given by the 
discovery of direct sea route from Europe to India via the Cape 
of Good Hope towards the end of the fifteenth century. By the 
beginning of the seventeenth century, Indian goods were extremely 
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popular to European markets and by the end of tire seventieth 
century, Indian goods began to be resisted fay deliberate measure 
of pohibition, Indian textiles were heavily taxed to England by 
import duties. The East India Company which possessed a 
flourishing foreign trade in Indian manufactures changed her 
items of foreign trade completely by the end of the eighteenth 
century, when Indian industries were deliberately crippled and 
India was converted into an exporter of raw materials. India 
began to import largely textiles and sugar which were hitherto 
exported and export raw materials to be used to the manufac¬ 
turing industries of the West. 

> from 1864 to 1914 1 —This period saw a phenomenal 
expansion of India's foreign trade, which reached the peak in 
the five years, prior to World War I presumably due to organised 
efforts by Japan, Germany and United States to participate 
largely in Indian trade. 

, Exports showed a rising tendency up to 1873, following the 
American Civil War, which made an unprecedented demand 
upon Indian cotton. There was a lull between 1873 and 1900, 
following fluctuations in the rupee exchange and continued 
famines and pestilence in the country. There was again an 
upward swing in foreign trade from 1905 after the stabilisation 
of the rupee at Is. 4rf., which favoured India's trade with gold 
standard countries* but Japan and China lost a good deal of the 
trade with India. 

'Flie opening of the Suez Canal directly linking India and 
the West by sea routes; marks a landmark to India's foreign trade. 
Among others which contributed to the expansion of trade, 
internal security, improved means of communications, the laying 
of submarine cables between Bombay and Suez rank pre-eminent. 
Trade with India was further accelerated by the adoption of a 
full-fledged free trade code and by 1883 nearly all import duties 
were eliminated. During dais period, England easily occupied 
the premier position in India's trade. Although the East India 
Company’s monopoly was abolished to 1873 by giving all nations 
equal opportunities, England was securely entrenched to India's 
trade due to large British investments to Indian railways and 
business and the political power being concentrated to British 
hands. The British supremacy in this trade began to be challenged 
from the end of the nineteenth century, when Germany and 
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Japan were determined to sell their manufactures in the Indian 
market Tb<qr established their own agency houses, banks and 
Consulates in this country* The United States up to the World 
War l did not take active measures to participate directly in the 
Indian trade and didubis part of their trade through England, 

Foreign Trade from 1914 to 1918 r—An outstanding 
feature of the foreign trade during this period was a rise in the 
exports of Indian manufactures from 22*4 per cent to 36*6 per cent 
of the total foreign trade, due to the war demand for Indian, 
goods abroad. 

The following table illustrates how the total trade volume 
received a set-back during this period, owing to the cessation of 
trade with enemy countries. Lack of tonnage and sharp rises in 
freights impeded trade to a large extent Trade was also sub¬ 
jected to several restrictions in order to prevent the flow of goods 
from India to belligerents. Imports in India suffered a sharp 
cfecline owing to the preoccupation of the normally importing 
countries with war, but a part of the import gap was filled up by 
Japan and the United States, who availed of this opportunity of 
capturing the Indian market as far as practicable. Unstable- 
exchanges and insecure sea lanes were also responsible for the 
shrinkage in the overall trade, as illustrated by the following, 
table: — 


Value of Overseas Trade (In Million £) 

1913-14 1914-15 1915-16 1916-17 1917-18 1918-19 
Imports 127*5 95*6 73*1 62*8 51*9 46*9 

Exports .166 119 129 I 140*9 130*6 113*5 

India’s Foreign Trade from 1918 to 1930s— A trade boom* 
followed the cessation of hostilities in 1918 and the pent-up war 
demand reflected itself in the increased volume of trade. The 
resumption of trade with enemy countries and the demand of 
the European countries for recognising their industries con¬ 
tributed to the expansion of India's foreign trade. The boom 
was however short-lived and soon followed by a depression* which 
set in from 1920, The export trade was severely affected* The 
markets of England, United States and Japan were glutted with 
Indian goods and the Central European countries were unable to 
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buy owing to war damages. The famines in 1920 resulted in 
an embargo on exports of foodstuffs* The fixing of the rwpee 
ratio at 2& further weakened the export trade. The import trade * 
however disclosed a contrary trend and large imports of capital 
goods were made in India, The high rupee ratio gave an addi¬ 
tional fillip to imports and India in consequence had an unfavour¬ 
able balance of trade to the extent of Rs. 79*80 crores in 1920*21 
and Rs* 33*94 crores in 1921-22, 

Recovery from this trade set-batk began to be felt from 
1922-23, following the stabilisation of European currencies, the 
restoration of the credit position of Central Europe and the 
settlement of reparations questions by the Dawes Scheme in 1924, 

Then India was involved in the welter of the Economic 
Depression, which set in from 1929, following the Wall Street 
Crash. Among other contributory causes of this economic holo¬ 
caust, the over-production of goods in both raw materials and 
manufactures, the monetary chaos due to the concentration of 
gold in America and France, compelling other countries to go 
off the gold standard and the political upheavals in the East and 
South America are significantly recognised. The international 
trade was further impeded by currency and exchange instabilities, 
restrictions on trade by customs, quotas, exchange controls, etc., 
and the growth of nationalism. The export trade of India consist¬ 
ing chiefly of agricultural commodities experienced sharp reverses, 
as prices of these goods were more severely depressed than those 
of manufactures. India’s import trade declined due to the reduced 
consuming powers of the masses, the political unrest in the country 
and the policy of discriminate protection extended to cotton and 
sugar industries. 

The Economic Depression appeared to have spent itself out 
by the end of 1933, which witnessed the beginning of a revival. 
There was a definite recovery in prices throughout the world by 
1936, owing to the devaluation of currencies of several countries. 
Although internal rrade from now onwards began to be regulated 
particularly by means of bilateral trade agreements, it tended to 
rise from this time and India participated in the world's recovery, 
India's export trade showed considerable gains and by 1936-37, 
India's favourable balance* of trade which dropped to Rs* 3 crores 
in 1932-33 rose to Rs, 78 crores, 

31 
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The period from middle of 1937 to the end of 1938 witnessed a 
recession in world business and in consequence the total volume 
of India’s foreign trade showed a decline. The export trade of 
India suffered owing to sharp declines in prices of agricultural 
commodities. The Sino-Japanese war hit the Indian export trade 
hard because Japan reduced her offtake of Indian cotton. Imports 
In India also shrank due to the reduced purchasing power in the 
country. This business recession came to an end by the beginning 
of 1939, when there was a revival and a rise in price levels through¬ 
out the world was witnessed. It was brought about by expansionist 
monetary policies, large public works and armaments programme, 
undertaken by several countries. 

India’s Foreign Trade from 1939 :—There was a great 
dislocation in the foreign trade of India with the outbreak of 
World War II in September, 1939 and both exports and imports 
decreased. 

With the rapid extension of the war to almost the whole 
of Europe, India lost a big market and a large source of supply. 
Although she carried on a certain volume of trade with Russia, 
it was extremely limited. She even could not trade with neutral 
countries of Europe owing to difficulties of communications and 
restrictions. The freezing of Japanese assets in India in July, 
1941 dislocated Indo-Japanese trade and subsequently the con¬ 
quests of Japan lost the markets of Indo-China, Thailand, East 
Indies, Malaya and Burma to India. The Indo-Chinese trade 
was hampered by the blockade of the Burma road to China. 
The countries with which India could trade were United King¬ 
dom, United States, Canada, Australia, other European countries 
and countries of Middle and Near East, The diversion of the 
Indo-European trade round the Cape, following Italy’s entry into 
the war, lack of shipping space, high freights and insurance 
charges and the unsafe Pacific routes following Japan’s entry into 
war impeded India’s trade with allied countries. In addition to 
these difficulties, the foreign trade of India was hampered by a 
net-work of restrictions, imposed by almost all countries including 
India. Export licences were issued for some articles by the Depart¬ 
ment of Supply and for others by the Export Trade Controller. 
Restrictions were also imposed on imports of as many as 6& items 
in May, 1940 with a view to conserving foreign exchange and 
lessening the pressure on the limited shipping available. Most 
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of these were luxury goods, including commodities of every day 
use add the restrictions incidentally stimulated many small and 
struggling industries to manufacture substitute or alternative 
goods. 

At the same time it should be remembered that the war 
gave certain opportunities to India. The preoccupation of the 
United Kingdom and other allied countries with the production 
of war-materials and the drain on their man-power increased their 
demand from India for several raw materials, foodstuffs and 
manufactured articles. Besides, their inability to produce for 
export markets and the withdrawal of European supplies from 
Asiatic and African countries created a vacuum in the Near and 
Middle East, leading to a further rise in the demand for Indian 
wares. The scarcity of shipping space increased the tendency to 
rely on nearer markets. India tried to capture these export 
markets for her own merchandise. 

In order to expand her exports, the Government of India 
sent Dr. T. E. Gregory and Sir David Meek in July, 1940, to 
the United States to explore the possibilities of trade with India. 
They submitted their report in January, 1941 and frankly admitted 
that it was not possible for India to find in the United States an 
effective substitute market for the entire lost European markets. 
Most of India’s former exports to Europe, notably jute, ground¬ 
nuts, cotton, oilcakes, wheat, raw hides and skins, could not be 
shipped in bulk to the United States. The growth of inter- 
American trade promoted at the Havana Pan-American Confer¬ 
ence to offset Axis ambitions in South America was also a handi¬ 
cap to the growth of India’s export trade. South American raw 
materials, e.g., Argentine linseed, groundnuts, oilcakes, and seeds, 
competed directly with India’s products. Although the American 
market for finished and semi-finished goods has possibilities, it 
is a fickle and strenuous market and calls for vigilance, initiative, 
personal contacts, and publicity campaigns. The Report observed 
that publicity must be encouraged even to retain the existing 
markets, particularly for jute, which has to reckon with increas¬ 
ing competition of substitutes. It strongly suggested to expand 
he Indo-British trade as far as possible and also stimulate exporta 
o non-Comxnonwealth countries like China, Arabia and Africa, 
rhe loss of markets made inaccessible by war was partly com- 
>ensated for by inter-Commonwealth trade and partly by trade 
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with a few non-Comraon wealth countries, e.g., increased exports 
of cotton piece-goods to Africa, Arabia, etc. 

The Government set up the Export Advisory Council in 
May, 1940 with the Commerce Member as Chairman and twenty- 
one other members representing different trades and industries. 
Its rW functions were to discuss export difficulties, make recom¬ 
mendations relating to the expansion of exports of stables and 
discovery of alternative markets, promote the expansion of Indian 
manufactures and investigate facilities which could be afforded 
to unofficial trade delegations from India to countries overseas. 

Analysis of India’s Foreign Trade up to End of World 

War II :—The following two tables are important in analysing 
the foreign trade position up to the end of World War II* 


TABLE T 

Value of India’s Sea-borne Trade 
( in crores of rupees) 


Year 

1 

Imports 

Exports (including 
re-exports) 

Total 

Balance 
of trade 

1938-9 

169 

152 

321 

i 

+ 17 

3943 4 

210 

119 

329 

i -f*9l 

1944-5 

228 

201 ! 

429 

+27 


TABLE n 



1938-9 

J 943-4 

; 1944-5 


Rs crores 

Rs trme* 

„ 

Rs c rores 

Imports 




Food 

24,00 

7,08 

f 1885 

Raw materials 

1 38,18 

64,08 

11726 

Manufactured articles 

92,79 

44,95 

i 62,47 

Exports 

I 

i 

Food 

59,45 ! 

47,79 

( 49*83 

Raw materials 

76,28 | 

53,70 

1 58 t 19 

Manufactured articles 

50,72 I 

106,08 

, 116,27 
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A surplus of exports over imports of private merchandise 
was an outstanding feature during the period under review. The 
bulk of India's, exports consisted mainly of raw materials And 
only from 1914-18, the proportion of exports of manufactures to 
total exports disclosed an increase and this process was further 
accelerated after World War II, indicating the increased indus¬ 
trialisation of the country. Imports normally consisted of a 
variety of articles, while exports were composed of a few important 
articles, <?.£., raw cotton, jute, oil-seeds and food grains. Great 
Britain held a predominant place in India's foreign trade and on 
the import side she easily occupied the premier place, while 
although she was a large buyer of Indian goods, our exports 
were evenly distributed among a few countries. Great Britain 
held an undisputed sway in our foreign trade up to the end of 
the nineteenth century, after which her supremacy was challenged 
by Japan and Germany and later by the United States of America. 

Except for 1920-22 India had normally a favourable balance 
of trade, which was equated by the importation of precious metals 
and by the payments of interest and Home Charges. The amount 
of favourable balance showed a mild recession after the separation 
of Burma from India on 1st April, 1937. The following table 
illustrates the trade balance position. 

Favourable Balance of Trade 


(In crores of Ra.) 


1938-39 

. m 

1939-40 

... 48 

1941-42 

... 107-9 

1942-43 

... 91-94 

1943-44 

... 8617 

1944-45 

... 50-65 


If we take into account the war purchases made by the 
United Kingdom Government in India, the favourable position of 
India would show further improvement. 

India was often stated to be a sink of precious metals and 
it is therefore gratifying to observe that there was a reversal of 
this trend from 1931, when India began to export gold. The 
following table illustrates the export of gold from India. 
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Export of Gold 
(In crores of Rs.) 

1931-32 - ... ... 58 

32- 33 ... - - 65$ 

33- 34 ... ... ... 57 

34- 35 ... ... ... 52$ 

35- 36 ... ... ... 37$ 

36- 37 ... ... ... 28 

37- 38 ... ... ... 16$ 

38- 39 ... ... . . 13 

39- 40 ... ... ... 34$ 


India imported silver to the value of Rs. 1'75 crores in 1938-39 
and Rs. 4 74 crores in 1939-40. 

Balance of Payment* Position Up to End of World 

War II ;—In assessing the real balance of payments, we have to 
consider all invisible items, which enter into trade. In analysing 
the balance of payments, the following iterms are considered. 

Regarding exports and imports of merchandise, India occupied 
a creditor’s position. In matters of treasure India was a debtor 
until 1930-31 and was converted into a creditor thereafter owing 
to large exports of gold. At the time of receiving a loan, a 
country becomes a creditor and as India received large foreign 
loans she was a creditor in that respect. At the time of paying 
interest, the position is reversed and India was a debtor in this 
way, having to pay interest charges on foreign loans. India was 
a debtor as she had to pay Home Charges, which included pay- 
Atents by the Indian Government to England for furlough pay, 
any pensions of European officers, on accounts of stores bought in 
Great Britain and of various expenditures incurred by the Govern¬ 
ment of United Kingdom on behalf of India. India was a credi¬ 
tor on account of tourist traffic as more visitors came here than 
the number of Indians touring abroad. India was a debtor in 
remitting money for students abroad. India was a debtor on 
account of remittances received from Indians living abroad as 
large sums by non-Indians were normally sent outside the country. 
India paid large sums abroad towards banking profits, insurance 
premiums and shipping freights. India received larger sums from 
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abroad towards charity and donations than she paid for similar 
purposes. 

India’s Home Charges brought out the “Drain Theory” which 
implied that India was exploited and the excess of-her exports 
over imports of merchandise was drained by these “Home 
Charges" as illustrated by the table below. 


Gross Sterling Expenditure in England 


Year 

Amount 

Year 



Amount 

(859-60 

1864-70 

1879-80 

1889-40 
1899-1900 .. 

1909-10 

£ 

5,042,945 
7,i677,850 
14,543,277 
14,848,923 
16,392,864 
19,122,916 

1913-14 

1918-19 J 

1922-3 „! 

1924-5 .. I 

1926- 7 

1927- 8 

- 

£ 

20,311,673 

23,629,495 

31,860,179 

31,888,776 

29,507,472 

28,864,765 

1928- 9 

1929- 30 

1930- 1 

1931- 2 

1932- 3 

1933- 4 

£ 

29,744,993 

31,558,715 

31,423,147 

30,899,333 

29,556,401 

28,862,177 


It may be observed that the above table does not include 
payments made on account of stores bought by India in Great 
Britain. 

Among the important items of “Home Charges”, interests 
on foreign borrowings raised in England by the Government of 
India for financing railways, irrigation works, etc., ranked pre¬ 
eminent. It is rather an exaggeration to contend that the entire 
payment on this head constituted a drain, because the money, 
which was raised was spent in enhancing the economic well-being 
of India. Interests on foreign loans were paid in exchange of 
positive economic gains. It may, however, be argued that interest 
rates were rather high and extravagance was frequently found in 
railway finances. “Home Charges” excluded all interests and 
profits which India had to pay on foreign capital investments 
on private account. 

India’s expenditure on account of payments to non-Indian 
civil servants and army was very large and could not be justified 
by the needs of the country. 

Present Position of India’s Foreign Trade t—Thc following 
tables illustrate the present position of India’s foreign trade. 
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Note:—The foreign trade of die ports of Karachi and Chittagong are excluded from 1st and 15th August, 1947 
respectively. Figures from August# 1947 to February, 1948 relate to the trade at Indian Dominion only with all foreign 
countries excluding Pakistan; thereafter the figures include India’s tr£de with Pakistan also. The foreign seaborne trade of 
Kutcb has been Included from the 1st June, 1948. * Excluding Currency notes. 
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* The pattern of India's foreign trade has fundamentally 
changed since the division of the sub-continent in regard to both 
composition and direction. The partition of the country has not 
only reduced India's capacity to export commodities like raw jute, 
raw cotton and hides and skins, it has made India a substantial 
importer of these commodities. She is at present the largest 
importer of raw jmt in the world. Partition had also adverse 
effects on our imports, particularly, so far as food grains are 
concerned. Our dependence on imported food grains to-day is 
substantially more than before partition. 

Although our trade with Empire countries continues to be 
overwhelmingly important, India’s trade with the United States of 
America and other foreign countries is fast increasing. 

An outstanding feature of our foreign trade in recent times 
is a growing adverse balance of payments, which shows signs of 
continued deterioration, especially with hard currency areas. 
India in consequence is faced with an acute shortage of dollars. 
From January to November, 1948, India's deficit in her balance 
of payments with the United States of America was about Rs. 60 63 
crores and is not known to have been reduced thereafter. It has 
been met by borrowing from the International Monetary Fund 
and spending freely convertible sterling. India's sterling balances 
have been reduced by over Rs. 600 crores since the end of World 
War II, 

The adverse balance of trade for J948-49 is calculated at 
Rs. 95 25 crores, or two and a half times greater than the deficit 
for 1947-48, which was Rs. 37*07 crores. Progressive decline at this 
annual rate would quite clearly spell ruin in a very short space of 
time. The total value of exports of Indian merchandise by sea 
to countries other than Pakistan amounted to Rs. 371 crores in 
1948-49 as against Rs. 396 crores in 1947-48. The 1948-49 figures 
relate to the Indian Union alone, while the 1947-48 export figures 
include a percentage of goods of Pakistan origin. Having regard 
to this circumstance the decline in the total export figure is not 
itself unduly alarming. More serious, however, is the disclosure 
that the volume of exports in the post-war years has only attained 
to 65 per cent of the 1943 figures. Jute goods, which account for 
over 35 per cent of India’s total earnings of foreign exchange and 
more than 60 per cent of her earnings of hard currencies, have 
lost that cheapness which created their past reputation as the 
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world’s premier packing medium. In 1948 the U. S. A. took only 
2)5,000 tons of jute goods against a pre-war peak figure of 291,000 
tons. As the need for earning dollars is an important aspect pf 
our export trade, the following figures of exports are interesting:— 

Value in Chores of Rupees : Quantitt in '000 of Tons 


i 

1 

j 

1947 ’ 

Quantity j 

_ ... i 

Value 

i 

1948 * 
Quantity 

Value 

fune Manufactures 

835*0 

112-8 

957*0 

151-5 

jute Raw 

269* 5 

24*9 

2350 

25*2 

Cotton Piecegoods* 

247-2 

21*4 

309*3 

33*4 

Cotton Raw 

207*4 

35*9 

94*9 

16-8 

Colton Waste ... ... 

103-0 

4*9 

54*0 

5*4 

Hides and Skins Raw 

26*0 

7*8 

17*0 

5*9 

i tides and Skins, Tanned 

22*4 

16*4 

13-7 

11*5 

Seeds . . ... ... j 

89*1 

5*5 

i 153*8 

10*3 

Lac ... ... j 

26-5 

9*1 

j 27 5 

9*6 

Mica . ... ... ! 

9*5 

46 

17*8 

6*1 

Manganese Ore .. ... 

539*4 

1 2*5 

, 330*1 

2*2 

Groundnut oil ... .. j 

28* i ; 

3*6 

1 42*1 

, 7-3 

Linseed oil 

10*4 | 

2*1 

| 11*4 

1*9 

Castor oil ... .. 

18*1 

2*9 

18*2 

, 3 2 

Tea . 

172*0 

i 

51*4 

i 

| 159*6 

55-8 

i 


* In millions of yards. 


In 1948 approximately 30 per cent of India’s total exports 
went to hard currency countries. The U. S. A. alone took about 
66 per cent of this amount. Jute and Jute manufactures figured 
prominently, accounting for 70 per cent of the exports to “hard** 
areas. The position in cotton yam and manufactures, which 
account for nearly 10 per cent of India’s total exports, is even 
more disquieting and cannot be attributed to the disabilities of 
partition, Against a total export quota of 350 million yards of 
mill-made cloth during 1948-49 only 177 million yards were 
exported by sea to countries other than Pakistan, as compared to 
442 million yards in 1944 and 437 million yards in 1945, Recent 
reports from Trade Commissioners show that Indian prices for 
certain classes of textiles are considerably higher, in some cases 
20 to 40 per cent higher, than the price of cotton textiles of 
comparable qualities from Japan and the United States. 

It thus appears that in order to correct the prevailing mal¬ 
adjustments in our foreign trade, it is primarily important to step 
up our exports in a vigorous way. Among obstacles to an expand* 
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*ng export drive, the higher domestic demand lor exportable 
merchandise, unsatisfactory quality at goods sent overseas and 
high prices rank pre-eminent. The latter appears to he the most 
important cause of our inability to increase our exports, especially 
in view of the fact that the sellers' market has yielded place to 
a buyers* market. The Indian price structure is showing an up¬ 
ward swing, while the world price level is declining. High costs 
are due to rhe cost of raw materials, the cost of transportation and 
the cost of Government, each of which is susceptible of substan¬ 
tial reduction. It should be emphasised that after partition India 
has become a country, whose exports consist chiefly of industrial 
goods and not of raw materials as before the division of the 
country. The future of India therefore as an exporter of indus¬ 
trial goods lies in becoming a low-cost country. The problem of 
reducing the domestic demand for exportable merchandise is 
likely to be fraught with difficulties. In recent years, there has 
been a shift in income groups and surplus money has gone into 
hands who are not used to saving by habit and tradition. In 
addition, the inflationary conditions are a deterrent to saving. In 
order to mop up the surplus purchasing power of the new income 
groups, it is necessary to evolve a suitable method of encouraging 
thrift and savings among these people. Regarding the quality of 
Indian wares, the business community should realise their respon¬ 
sibility in this matter and try to improve their moral standards. 
The Government should try to evolve suitable standards for Indian 
goods m collaboration with businessmen. The imposition of com¬ 
pulsory standards by the state is likely to meet zesistance at the 
present stage. 

Although the adverse balance of payments position may be 
partly remedied by restricting imports, there is little scope in this 
direction. India depends substantially on imports of foreign 
foodgrains and she requires a large amount of capital goods from 
abroad, A certain amount of consumer's goods must needs be 
imported in the prevailing context of inflationary conditions, 

India's foreign trade is at present controlled and regulated, 
licences are usually required in importing or exporting cemin 
commodities and the Government regulates the issue of such 
licences, subject to consultation with the trades concerned through 
die media of the Export and Import Advisory Councils, E tm 
in other items of trade where licences are not required, the previous 





A f > i 

m*m a m tu&m acbsem^nts #5 

m 

of the Government is required for either export or 
import The underlying principle of our foreign trade controls 
is to secure the optimum utilisation of our foreign exchange 
resources, which -are limited. The import trade is controlled 
through the mechanism of the Open General licence. The Gov¬ 
ernment in its anxiety to accelerate India's exports is fast liberalis¬ 
ing its export policy and making strenuous efforts to step up our 
exports to hard currency areas. 

The main features in the external financial position of the 
country have been the sharp decline in the sterling balances held 
by the Reserve Bank of India, tire growing difficulty in financ¬ 
ing imports from the hard currency areas and the emergence of 
Pakistan as a foreign country for currency purposes with the 
separation of its currency from that of India. The sterling balances 
which reached the peak figure of Rs. 1,733 crores at the end of 
1945-46 declined by Rs. 121 crores to Rs. 1,612 crores during 1946-47. 
This reduction was due mainly to the large imports of food but 
there were also substantial imports of other goods in satisfaction 
of th£ pent up demand of the war years and a certain amount of 
repatriation of British capital. During 1947-48 the reduction was 
somewhat smaller due to the restrictive import policy which was 
introduced towards the close of 1947 and the balances fell by only 
Rs. 67 crores to Rs. 1,545 crores. Government’s import policy is 
largely determined by the trend of the balance of payments. The 
aim of this policy is so to regulate trade that while it is kept at 
the highest possible level consistent with the needs and require¬ 
ments of the country, India should not have an overall deficit 
in her balance of payments on current account during any parti¬ 
cular period of time of more than the amount by which it has 
been agreed with the United Kingdom Government India’s sterling 
balances should be drawn up. Upon the present agreement signed 
in July, 1948, it has been agreed that India’s free sterling account 
which had a balance at the end of June, 1948 of £80 millions will 
be credited with an equivalent sum during the period July, 1949 
to June, 1951. In pursuance of this policy and also with the, 
immediate object of reducing the inflationary pressure in the 
country, import controls were relaxed during 1948, but the Gov¬ 
ernment of India decided in May, 1949 to suspend Open Licence 
No. %1 on the grounds that imparts of consumer goods from 
soft currency areas, together with essential food imports are 
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aggrav ating the already adverse balance of trade as a necessary- 
preliminary to a complete overhaul of import policy. The list 
of articles under Open General Licence No. XI is being renewed 
and in the meantime as a “preliminary and precautionary” step 
the Licence was suspended with effect from 4th May, 1949. Since 
then a revised list of articles is being covered by the Open General 
* Licence. 

Foreign Trade Zones :—The Government of India is con¬ 
sidering a novel scheme designed to augment India’s export trade 
with the ultimate object of earning increased foreign exchange. 

This envisages the establishment of three foreign trade zones* 
in important ports, such as, Bombay, Calcutta and Madras, which 
it is hoped, will greatly facilitate both import and re-export trade, 
especially at a time when India’s export trade is handicapped 
because of high domestic prices. Experts think that Bombay, 
Madras and Calcutta will fulfil the conditions necessary for selec¬ 
tion as foreign trade zones. Such zones should be located at 
centres where there are crossroads of traffic and lines of trans¬ 
portation with other countries engaged in international trade, 
ample banking facilities and businessmen capable of influencing 
the establishment of market centres and buying habits. It is stated 
that when a foreign trade zone is established, synthetic and pre¬ 
cious stones can be unloaded at such places, cut and the finished 
product re-exported without its being brought within the customs- 
territory. In the same way, foreign grey cloth may be imported, 
dyed, printed and then re-exported. Such zones exist in Staten 
Island (New York), New Orleans and San Francisco and are the 
U.S. equivalents of the European free ports. The idea is to provide 
a segregated area where foreign merchandise may be unladen 
and warehoused without the application of customs laws. In these 
zones foreign goods may be mixed with domestic merchandise and 
manipulated but not manufactured or exhibited. Such merchandise' 
may even be exported or brought into the customs territory on 
payment of proper duties. Customs guards and customs officers 
are provided in these zones for police and odier duties. Sub¬ 
standard products can be reconditioned and standardized in these 
zones. India may be able to send her sub-standard products, such 
mica, shellac, manganese and other commodities where they 
can be processed and brought up to the level of recognized inter¬ 
national standards until the standards set up by the Indian 
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? Smndards fostkution are conformed to by Indian producers. 

i Some of the Indian products which are re-exported to other 

countries for processing may be processed in these zones with 

i advantage to India, A considerable quantity of tea is first ex¬ 

ported to the U.K., where it is blended and then re-exported to the 
USA, with the result that the hard currency earned thereby is 
I lost to India. 

! In 1941, New York City raised a revenue of over $4 million 

from the profits of the zone there, and the treasury customs receipt 
from that zone amounted to $2,888,000, 

India 9 # Entrepot or Re-Export Trade r—India is geogra¬ 
phically well placed and serves as a convenient distributing centre 
of western trade with countries of Far East. The Indian entrepot 
trade is illustrated by the table given below* 

(In Rs.) 

1946-47 1947-48 1948-49 

21,60,83,333 7,88.38,436 7,28,73,458 

The re-exports consist principally of imports of manufactured 
goods from the West. Hides, skins and fur skins from Iran are 
also re-exported. The re-export trade has been gradually disclosing 
a declining tendency, owing to the opening of direct trade relations 
amongst several countries, which hitherto used India as a dis¬ 
tributing centre. 

Coastal Trade of India:— The following tables illustrate 
the volume of India's coasting trade. 


TABLE 1 

Coasting Trade (in thousands of rupees ) 



1918-19 

1937*38 

- 

1939*40 


Imports 

Exports 

Imports 

Exports 

Imports 

Exports 

Bengal 

Orissa „ 

Bombay .. 

$ind 

Vladras 

iurma 

14,16,28 

24,33 

3840,35 

8,09,05 

9,52,06 

>6,95,11 

11,46,70 

10,67 

2134,04 

6,02,73 

8,58,06 

20,22,48 

8*58,21 

13,24 

14,40,54 

835,48 

10,83,65 

.W' 1 "... 

5,41,01 

9,24 

20,46,96 

9,80,84 

7,87,23 

74145 

8,01 

1248,29 

745,13 

8,07,03 

* 

4f * Hi 

4.01,19 

1646 

174342 

7,85,00 

649,21 

W 

Total ~ 

** 

87,57,18 

67,74,68 

4241,12 

43,65,28 

35,40,41 

3545,28 ' 
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f , TABLE H 

Total T*ade of Eight Principal Ports lakhs rupees) 




1909-14 

(Pre-war) 

Average 

1914-18 

(War) 

Average 

1937-8 

1938-9 

1939-40 

Bombay— 






1,07,73 

Foreign 


1,13,15 

1,21,34 

1,13,13 

95,92 

Coasting 


32,30 

37,03 

37,02 

35,19 

3030 

Total 

1,45,45 

1,58,37 

1,50,15 

1,31,11 

1,38,23 

Calcutta— 






1,57,69 

Foreign 

... ... 

1,41,06 

1,45,10 

1,29,03 

1,20,25 

Coasting 

... ... 

18,72 

17,40 

13,89 

14,01 

11,52 

Total 

1,59,73 

1,62,50 

1,42,92 

1,34,26 

1,69,21 

Rangoon— 







Foreign 

... 

29,93 

35,59 

... 

... 

... 

Coasting 


19,03 

25,27 

... 

... 

... 

Total 

48,96 

60,86 



... 

Karachi— 







Foreign 

... ... 

38,87 

35,59 

43,48 

34,59 

35,24 

Coasting 

, , ... 

9,00 

11,29 

18,36 

16,07 

17,48 

Total 

47,87 

46,88 

61,84 1 

50,66 

52,72 

Madras— 




i 



Foreign 

... ... 

16,80 

17,78 

30,63 

26,41 

29,49 

Coasting 

... ... 

2,81 

3,37 

3,41 : 

3,22 

3,94 

Total 

19,61 

21,15 

34,04 

29,63 

32,53 

Cochin— 




i 



Foreign 

* ** ,,, 

2,72 

2,82 

11,11 

I 10,04 

12,76 

Coasting 

m%4 

3,56 

2,78 

5,60 

4,21 

4,21 

3,19 

Total 

6,28 

15,32 

14,25 

15,95 

Time or in— 







Foreign 

... 

5,56 

5,72 

5,37 

4,14 

5,58 

Coasting 

... ... 

1,67 

1,83 

4,67 

3,52 

3,97 

Total 

7,23 

7,55 

10,04 

7,66 

9,55 

Chittagong— 







Foreign 

... ... 1 

5,71 

3,79 

9,66 

10,04 

12,30 

Coasring 

... ... 

1,76 

3,14 

74 

32 

26 

Total 

7,47 

6,93 

10,40 

10,36 

12,56 


As India oilers vast possibilities in coastal trade the Govern¬ 
ment should encourage it by launching in a vigorous programme 
of port development, lire growth of a full-fledged Indian mer¬ 
cantile marine is an essential pre-requisite in this direction. The 
importance of coasting trade is specially significant under the 
present set-up when there is a heavy congestion on other forms of 
transport. It is recognised that a large volume of traffic at present 
carried on railways may be conveniently diverted along coastal 
routes witfl net economic gains to the country. 

Internal trade of India India is a vast country with a 
huge‘population. We have got a large agricultural production 
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and industries are fast .expanding. Internal trade of the country * 
in consequence is large and is likely to develop on a wider ffottt 
with progress in economic prosperity. Transport is one of the 
essential conditions for a prosperous internal trade, which is largely 
handicapped due to transport bottlenecks. With the various 
transport development schemes being translated into practice, 
India’s internal trade is likely to grow to huge dimensions, Already 
in matters of foreign trade, India occupies easily a place among 
the five leading countries of the world, while it is estimated that 
internal trade is about IS times the foreign trade. 

Although accurate statistics of inland trade are lacking, the 
following table gives an idea of the size of the inland trade of the 
country. 

(In thousand maunds) 


1 

1937-8 







i 

Coal and coke 

464,286 

449,854 

1 

496,513 





Cotton, raw 

19,185 

19,538 

20,712 

20,914 

20,607 

17,775 

15,358 

Cotton piece-goods ... 

11,190 

11,077 

11,294 

12,771 

11,444 

10,351 

11,004 

Crain, pulse and flour 

131,900 

131,272 

143,356 

130,187 

135,004 

104,731 

107,405 

Hides and skins, raw 

2,970 

2,679 

3,383 


, ,, 

.. * 


Jute, raw ... 

32,574, 

31,497 

32,767 

28,074 

25,954 

18,145 

16,590 

Gunny bags and doth 

5,336 

5,218 

5,484 

5*859 

7,0 II 

12,886 

8,456 

Iron and steel bars, 
sheets, girders and 
other commercial 








forms of iron 

38,655 

41,894 

41,986 



* i . 

30,471 

Oihseeds 

39,646 

50,063 

43,775 

39,369j 

43,544 

36,141 

Sugar (including gur, 


38,076 


38,866 



30,007 

rab, etc*) 

39,485 

28,949 

39,080 

11,691 

Total 

785,227 

(125) 

781,168 

(124) 

828,219 

(132) 

— 


... 

... 


The organisation of modem industry and commerce requires. 


the collection and dissemination of commercial and industrial 


intelligence. Although the Commercial Intelligence Department of 
the Government of India was created in, 1905, it was of little effec¬ 
tive use until its reorganisation in 1922. The Department now forms 
a connecting link between the commerfcial public and the Govern¬ 
ment of India. It embraces two distinct classes of work namely, 
collection and dissemination of information bearing "on overseas 
trade which may be of use to Indian firms and the compilation and 
publication, of statistics of all-India importance relating to trade. 
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Industry md so on. The Department answers trade^ inquiries 
effects trade introductions and publishes the Indian Trade Journal 
(the weekly organ of the Department), statistics and other in¬ 
formation of commercial value. It keeps in touch with trade 
developments of interest to India in the United Kingdom and in 
many other countries, through the medium of the various Indian 
Trade Commissioners. The Department of Commercial In* 
telligence and Statistics also works in dose collaboration with the 
Directors of Industries and other Government Departments in 
India, the Indian Trade Commissioners in London and other 
centres, His Majesty's Trade Commissioners in India and the 
Dominions and Consular Officers in the various parts of the world 
in order to stimulate the overseas demand of Indian merchandise. 
The Department has now been merged in die Office of the Director 
of Industrial Statistics, Government of India. 

In addition, various other Government Departments have now 
undertaken to issue statistics,, covering a large ground and there 
are now several non-official agencies engaged in riiis useful work. 

‘ There are at present several important commercial organisa¬ 
tions throughout the country and their main object is to enlighten 
the public with knowledge on current economic matters and 
indicate to Governments the correct lines of policies in regard to 
industry, commerce and agriculture. Among die important orga¬ 
nisations are the Associated Chambers of Commerce of India and 
Chambers of Commerce established at Calcutta in 1834, Bombay 
1836, Madras 1836, Cawnpore, Karachi, Lahore and other principal 
centres. Excepting at Bombay, the members of these associations 
are principally Europeans. Indian associations have grown in 
recent years. The Bengal National Chamber of Commerce was 
started in 1887, the Indian Merchants' Chamber and Bureau of 
Bombay 1907, the Southern India Chamber of Commerce of Madras 
1909, the Indian Chamber of Commerce at Lahore 1912, the 
Indian Chamber of Commerce at Calcutta 1925, the Maharashtra 
Qiamber of Commerce at Bombay 1927, the Merchants' Chamber 
of the United Provinces 1932, etc. The Federation of the Indian 
Chambers of Commerce and Industry is an influential organisation 
at the present time, 

Ixido-Pakistan Trade s—The Standstill Agreements between 
the two jpomimons provided for the continuation of the prevailing 
pre-partition economic and commercial relations till 31st March# 
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1948. After thi» date, the two Dominions became absolutely 
foreign countries and their mutual trade began to be regulated fey 
customs and tariifs. In order to facilitate trade and commerce, 4 
comprehensive made agreement was reached between the twb 
Dominions cm 26th May, 1948, of which the important terms are: —t 

(1) India will supply to Pakistan 21.96.0W tons of coal; 4,00,000 
bales of cloth and yam; 90,000 tons of steel, pig iron and scrap; 

7.500 tons of paper and board ; 1,270 tons of asbestos cement sheets; 

2.500 tons of paints, enamels and varnishes; 18,00,000 tyres and 
tubes; adequate quantities of leather and footwear ; 10,000 tons of 
Malabar jungle wood ; 50,000 tons of jute manufactures; 2,000 tons 
of myrobalans ; 11,00,000 lbs. of woollen and worsted goods; 20,000 
tons of mustard oil; 5,000 tons of groundnut oil; 2,000 tons of toilet 
soap and 7,00,000 lbs. of flue-cured tobacco. 

(2) Pakistan will supply to India 50,00,000 bales of jute; 
6,50,000 bales of raw cotton ; 1,75,000 tons of foodgrains ; 1,000 tons 
of gypsum per day; 27,00,000 pieces of raw hides and skins, 
20,00,000 maunds of rock salt; 5,000 tons of potassium nitrate and 
550 heads of cattle. 

(3) Unless otherwise arranged, supplies will be made through 
commercial channels. 

(4) India would restrict the export of raw jute to 9,00,000 
bales predominantly of Indian varieties, the bulk of which is not 
suitable for use in Indian mills and is usually exported. 

(5) The agreement will last for one year, i.e., from 1st June, 
1948, to 30th June, 1949. 

Recently a bonding arrangement has been agreed to by the 
two Dominions, according to which the goods imported or ex¬ 
ported by one Dominion can, if necessary, freely pass through a 
port of the other Dominion without the payment of customs duties 
to the Dominion to which the port belongs. 

At an Inter-Domimon Conference held in April, 1949, it was 
decided that each Dominion will grant full rebate of excise on 
excisable commodities exported to the other Dominion if such 
rebates are given on exports of the same commodities to any other 
country. Further, for a period of one year from the date on which 
such agreement comes into force the two Governments will give 
such rebates on all commodities that are at present excisable or 
may during that period be made subject to excise duty, irrespective 
of whether such rebates are given on exports to other cdtmtries or 
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liot The rebates will become effective as early as possible on a 
date to be agreed upon between the two Governments and, in any 
case, not later than the 1st June, 1949, 

The two Governments will enter into negotiations to secure 
that the benefits arising out of the grant of rebates are not unduly 
impaired by the imposition or increase of other duties, or by the 
imposition of unreasonable quantitative restrictions. 

In view of this agreement the Pakistan Government will 
immediately instruct their delegation at Annecy provisionally not 
to proceed with the consideration of their complaint before the 
Contracting Parties, and as soon as the agreement is ratified 
Pakistan will instruct their delegation to withdraw that complaint 
finally. 

With effect from the date on which the rebate of excise 
becomes effective Pakistan will withdraw their export duties on 
baraoo and fish exported to India, and, provided the necessary 
administrative arrangements can be made, India will reduce the 
import duty on unmanufactured tobacco from Pakistan to rates 
corresponding to the rates of excise duty which would be payable 
on similar Indian tobacco used for similar purposes, this being the 
position that obtains and will continue to obtain in Pakistan, 

It has been reported that a Conference will be shortly held at 
Karachi between the two Dominions to consider the question of 
the extension of the Commodities Agreement, due to expire on 
30th June, 1949. Although difficulties are likely to be encountered 
in fixing the holding limit of the money paid by India to Pakistan 
in payment of the imports from the latter in rupees, current 
sterling and blocked sterling, it is anticipated that leaders 
of both the Dominions will succeed in maintaining Inter-Dominion 
trade on an expansive basis to mutual advantages. A successful 
conclusion of the Commodities Agreement will pave the way for 
the extension of the Monetary Payments Agreement, which is also 
dtie to expire on 30th June, 1949, It should be remembered that 
the economies of the two Dominions are fundamentally comple¬ 
mentary. Pakistan’s trade with India is larger than her trade 
with any other single country. The case with India is almost 
similar. Although the tendency of overwhelming inter-dependence 
is undergoing Certain changes and both countries are endeavouring 
to find other markets for selling and buying goods, great advantages 
will accrue to both countries, if they develop their trade with 
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each other, because in the manufacture of essential goods both 
possess natural advantages* 

It is admitted that the free flow of goods from India into 
Pakistan would hamper the indigenous industry in Pakistan and 
some sort of discrimination regarding the import of Indian goods 
should be necessary. Although the idea of an exchange control 
foerween the two countries has been discounted in authoritative 
quarters, such a step will be suicidal to the interests of both* It 
will impede an otherwise natural trade. As a matter of fact, 
Pakistan by accepting her balance of payments in blocked 
resources does not stand to lose. She does not require them 
immediately, and if she goes slow on her development projects, 
she will be able to take advantage of cheaper goods, following ax* 
impending recession in business activities throughout the world. 

Under the 1948 agreement now in force, Pakistan, reported to 
have for the 11 months ending May, 1949 a favourable balance of 
about 47 crores, is committed to holding up to Rs, 15 crores in 
Indian currency, beyond that Rs. 10 crores in current sterling, and 
thereafter in blocked sterling. 

Roth Pakistan and India are believed to have expressed the 
desire for revision of the present arrangement, obviously from a 
different angle. They want to he “reasonably” certain about the 
position of the balance of payments in the next 12 months before 
they make a decision on the extension of the existing agreement. 

A point which has been emphasized by Pakistan and which 
may prove difficult to solve, it is revealed, is what should be done 
with the amount held by Pakistan in Indian currency. This has 
assumed considerable importance, especially as there is a slender 
chance of India having a favourable trade balance with Pakistan. 

Pakistan’s Foreign Trade Pakistan’s foreign trade since 
partition has been gratifying and she closed the fiscal year 1948-49 
with a net favourable balance of Rs. 72 crores. In view of the 
widely held supposition that Pakistan enjoys a favourable balance 
in respect of the whole of her foreign trade it is worth noting that 
her sea-borne trade in the twelve months to 31st March, 1949* 
revealed an unfavourable balance of Rs. 23*66 crores (imports being 
Rs. 109*37 crores against exports of Rs. 85*71 crores), the overall 
favourable balance deriving from the fact that trade over the 
land frontier with India resulted in a balance of Rs. 95 crores in 
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Pakistan's favour, thus more than counterbalancing the deficit with 
other countries. *> 

The progress of Pakistan’s trade with countries other than 
India, by months can be seen from the following table: 


Months 

(In lakhs of Rupees) 
Imports Exports Balance 

jMuary, 1948 

156 

446 

290 

February 

142 

899 

757 

March 

235 

1,033 

798 

April 

235 

1,197 

962 

May 

156 

429 

273 

June . 

229 

553 

324 

. 

351 

332 

-19 

August ... 

398 

524 

126 

September 

475 

421 

-54 

October .. 

572 

129 

-443 

November 

571 

291 

-280 

December 

740 

650 

-90 

Total 

... 4,985 

8,579 

3,594 


The principal countries in Pakistan’s export trade with their 
respective values are shown in the following table: — 

Value (Rs. 00,000) 



Aug. 15 th 1947 

A pi. 1st 1948 

Country 

to 

to 


Mar. 31st 1948 

Dec. 31st 1948 

Indian Union 

— 

9,85 

U, K. 

13,16 

8,85 

Soviet Union 

4,03 

3,93 

U.S.A. 

4,67 

5,54 

Spain 

Ml 

3,11 

China 

1,80 

2,85 

France 

3,27 

3,05 

Hongkong 

29 

2,43 

Italy 

3,37 

2,57 

Belgium ... 

4,83 

236 

Germany 

13 

1,29 

Ceylon ... 

35 

1,10 

J*F n . 

88 

97 

Total 

37,89 

48,40 , 












TRADE AND TRADE AGREEMENTS SOS 

The priadpal countries of imjjort with their respective values 


ate shown below: 


Country 

Indian Union 
U.K. 

U.S.A. .. 

Italy 

Iran 

China 

Ceylon 

Straits Settlements 

Total 


Value (Rs. 00,000) 

Aug. 15 th 1947 Apl. 1st 1948 

to to 

Mar. 31st 1948 Dec. 31st 1948 

— 

36,24 

4,72 

17,19 

4,00 

, 4,91 

21 

2,23 

2,22 

1,63 

— 

2,30 

17 

1,72 

7 

1,01 

11,39 

67,23 


East Bengal's Seaborne Trade t—’The total value of East 
Bengal’s seaborne trade during the year 1948-49 was Rs. 52 crores. 
Representing twice the value recorded in the previous year, 
exports far exceeded imports and resulted in a favourable balance 
of trade amounting to about Rs. 9 5 crores. This impressive in¬ 
crease reaffirms the expectation that the port of Chittagong 
through which at present all seaborne trade is being handled, will 
become one of the leading ports of Asia. An even greater increase 
would hare been achieved had the physical facilities of the port 
been expanded to meet the large volume of traffic. 

Total exports for 1948-49 were valued at Rs. 3B*9 crores as 
compared with Rs. 19 crores in 1947 and total imports were Rs. 2U3 
crores against Rs. 7*2 crores. Jute accounted for 80 per cent of 
the total value of commodities exported. The value of exports of 
jute through Chittagong in 1948-49 was nearly three times the 
value exported in the previous year. Export of tea, hides and $km$ 
via Chittagong declined from the previous year's* level. The export 
of tea was handicapped by lack of the marketing and financial 
facilities that existed before partition. Many commodities move 
over land routes to the Indian Union for re-export or for consump¬ 
tion and Chittagong's statistics do not tdl the complete story of 
the inter-Dominion trade. Regarding imports, cotton textiles repre¬ 
sented the major portion. Other principal imports were mineral 
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Dils,* drugs m& medicines and grains and pulses. Because of the 
heavy purchase of cotton piece goods in India, much of which was 
brought % land routes, imports via Chittagong were small 

Taking into account the overland movement of commodities, 
most of East Pakistan's trade was with India. Among the over¬ 
seas countries, Britain accounted for about one-third of the total 
volume of trade. Exports to the U.S.A., mainly jute, were the 
Second largest among overseas countries. Almost all of the world's 
principal countries were importers of East Bengal's produce. 
China, supplying much textile yarn, accounted for 17 per cent of 
total imports, Other principal suppliers were Iran, Italy, Burma* 
Ceylon and the U.S.A. 


TRADE AGREEMENTS 

Imperial Preference s—The system of Imperial Preference irr 
order to expand and consolidate trade within the British Empire 
began from 1897, when Canada reduced her duties in favour of 
the United Kingdom against other countries. The Colonial 
Conference of 1902 passed resolutions, requesting all other Empire 
countries to follow Canada's lead. The United Kingdom did not 
participate in this movement towards Imperial Preference till long 
after, as being mainly importer of raw materials and food and 
exporter of manufactures, she did not think it worth while to do so. 
The Dominions and Colonies extensively practised this system of 
Imperial Preference from 1920 and there were preferential tariffs 
found in 26 British Colonics by 1922, Great Britain departed from 
the strict principle of free trade from 1915, when she granted 
preferential reduction in duties on certain articles and formally 
adopted the principle of protection from 1932 by the enactment 
of Import Duties Act 

India was opposed to this system of Imperial Preference from 
its inception. It was argued that Indians imports consist largely of 
manufactured articles and her exports of raw materials and food¬ 
stuffs, Before 1914-18 about two-thirds of her total imports came 
from the British Empire, the United Kingdom alone contributing 
the largest share to the total imports from the* British Empire! 
Indian exports went chiefly to foreign countries, about forty 
per cent of the total exports being absorbed by the British Empire. 
The exports to date United Kingdom amounted to about one-fourth 
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of the total exports. After World War I, there 1ms been & 
tendency towards a gradual relative decline of the importance of 
the United Kingdom and the British Empire in the trade of India 
regarding both exports and imports. It was in consequence held 
that the adoption of such a principle would mean retaliatory 
measures by foreign countries, which provide a useful market for 
Indian merchandise. India’s objection to the system was also 
inspired by politics as she always looked upon Imperial Preference 
as a symbol of political bondage. 

Ike Ottawa AgreementAt the Imperial Economic Con¬ 
ference held at Ottawa during July-August, 1932, a series of Trade 
Agreements were concluded among the countries of the Empire 
on the basis of reciprocal exchange of preferences and India 
participated in a scheme of extensive imperial preferences which 
she always opposed. The Indian Tariff (Ottawa Trade Agreement) 
Amendment Act of 1932 implemented the tariff changes necessi¬ 
tated by the general trade agreement entered into between the 
Governments of India and of the United Kingdom on 20th 
August, 1932. These tariff changes came into force from 1st 
January, 1933. A supplementary agreement regarding iron and 
steel was signed on 22nd September, 1933. Both the agreements 
were ratified by the Indian Legislative Assembly. The Indo- 
British Agreement which was signed on 9rh January, 1935 was 
supplementary to the Ottawa Trade Agreement of 1932 and was 
to remain in force during the currency of the latter Agreement. 
This Agreement was, however, rejected by the Assembly. 

The Ottawa Agreement was hanging fire for years. It was 
argued in favour of this pact that India was able to maintain a 
flourishing trade through this agreement at a time, when there 
was an all-round recession in trade. The Ottawa Pact was rather 
well timed. The Economic Depression of 1929 hit the Indian 
agriculture hard, India’s agricultural commodities met serious 
competition in foreign markets during this period, due to the 
cultivation of virgin lands in Africa, South America and Asia tin 
Archipelago and an increase in over-all production throughout the 
world. Indian exports also met resistance, following economic 
isolationism pursued by certain foreign countries. Our exporta 
were also adversely affected by the growth of synthetic products 
and policies of the United States and others to encourage the 
products of their own Colonies. After England went off the gold 
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t standard m 1931, there was currency chaos throughout Europe* 
dislocating normal channels of trade; India therefore was faced 
with the alternative of choosing the United Kingdom and Empire 
markets, which revealed economic stability or to cast her lot with 
uncertainties elsewhere. Great Britain passed the Import Duties 
Act in 1932 and exempted certain Empire products from such 
duties, provided India and Dominions extended to her reciprocal 
advantages, which were given by the Ottawa Agreement. The 
Post-Ottawa results of India's foreign trade were gratifying, 
because both exports and imports substantially increased. It has 
been pointed out that this redeeming feature was not due to the 
tariff preferences, but followed an increased demand for Indian 
goods due to a revival of industrial activity in the United 
Kingdom. Critics further observed that while the export of articles 
in the preferred group increased by about 10 per cent, the export 
of non-preferred articles rose even higher, that is by more than 
IS per cent. The expansion in the non-preferential group was 
due to the fact that it included articles which did not face any 
serious competition abroad and were therefore not included in the 
preferential list. The increase in the demand for cotton was 
chiefly due to the propaganda of the Lancashire Indian Cotton 
Committee. The increase in rubber was due to the restriction 
scheme; metals and ores to the renewed activity in the heavy 
industries; lac to speculative purchases by the London Ting' which 
tried to treate a corner in shellac and pepper. 

Serious objections were raised against the Ottawa P»ct. It 
was argued that it tended to deviate India's trade from natural 
channels. If the preferences decreased competition in the United 
Kingdom, they rendered it more severe in the important foreign 
markets. An analysis of the principal items of preference proved 
that only a few articles e.g., linseed, carpets, rugs and rice derived 
any positive benefit from the preference. Since the separation of 
Burma from India in 1937, some of the important commodities 
which enjoyed preference under the Ottawa Agreement, viz,, rice, 
teak wood, pig-lead, and paraffin wax, either dropped out or were 
* considerably reduced in importance. The preference granted for 
mm& articles was really not required. Thus for <$tample, the tea 
trade was set right through the Tea Restriction Scheme under 
which the main producers of tea, namely India, Ceylon and Java, 
had" already come to an agreement amongst themselves. Prefer- 
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ence was unnecessary where the commodity in question already 
dominated the market in the United Kingdom, e.g„ jute manu¬ 
factures, goat-skins, castor-seeds, lac, myrobalans and mica. The 
possibility of further expansion was limited in other cases due 
to the presence of other Empire competitors, e.g., Australia in 
tanned sheep-skins; British West Africa in groundnuts; Australia 
and Canada in pig-lead *, Ceylon in coir-mats and spices; British 
East Africa in coffee. In some cases, the United Kingdom market 
was small compared to foreign markets, e.g. in groundnuts. 
Regarding rice, barley and tobacco, the total exports from India 
were too insignificant to make it worthwhile encouraging trade in 
them by preference. In addition, certain articles like Indian 
tobacco could not benefit from preferences, because these goods 
were not in demand in the United Kingdom. Preferences com¬ 
piled consumers in many instances to buy expensive goods 
instead of cheaper non-British products. The Government also 
sustained a loss of revenue, following the reduction in duties. 

It was pointed out that as India had an expansive export trade 
with foreign countries, it was essential to recapture them and in 
order to do so, a number of bilateral trade agreements were 
deemed necessary, but Ottawa, replaced by the Indo-British Trade 
Agreement in 1939, reduced India’s capacity for bargaining by 
tying her hands regarding a large number of commodities. India 
found in practice that she had hardly anything to offer to foreign 
countries in exchange of any concessions. It was not likely that 
these bilateral agreements with other countries would seriously 
affect India’s exports to the United Kingdom, because most of 
our exports to the United Kingdom consisted of raw materials 
which British industries were interested in admitting free of duty. 
Besides, England being our creditor was interested jfi India’s 
maintaining a high level of expons either to herself or elsewhere, 
because India could only pay her obligations to E n gla nd by the 
surplus of her exports over imports. It was therefore argued that 
there was no need to fear retaliation on the part of the United 
Kingdom even if we had refused to participate in inter-imperial 
arrangements on the Ottawa model. It was alleged that as most 
of India’s exports were the result of British enterprise and capital 
in this country, the United Kingdom was unable to retaliate against 
India. The Ottawa Agreement was concluded in haste and India 
could have obtained greater advantages in proper bargaining. 
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The Indian Legislative Assembly turned down the Ottaw 
Agreement and its sequel the Indo-British Trade Agreement o 

1935 in March, 1936. The Government of India in consequent: 
gave six months' notice of termination of the Agreement in May 

1936 and meanwhile fresh negotiations were started to conclude i 
new agreement. It was then announced in October, 1936 tha 
pending the conclusion of a new agreement, both Government 
agreed to keep in force the 1932 Agreement, subject to three 
months' notice of termination by either party. Accordingly the 
Indo-British Trade Agreement of 1939 was concluded. 

The Bombay-Lancashire Textile Agreement or The 
Mody-Leea Pact:—Despite the general opposition of the Indian 
textile industry, an agreement was reached between the Bombay 
Millowners Association presided over by Sir H. P. Mody and the 
British Textile Mission to India led by Sir William Clare Lees 
in 1933 and the agreement was to remain in force till 31st 
December, 1935. It provided for the stabilization of the position 
regarding the tariff on imports of United Kingdom piece-goods 
into India, when the revenue position of the country rendered it 
possible for the Government of India to remove the general 
surcharge on all imports, imposed in October, 1931. A lower scale 
of duties on cotton yarns and artificial silk piece-goods imported 
into India from Lancashire was agreed to on the Indian side. 
This was incorporated in the Indian Tariff (Textile Protection) 
Amendment Act, 1924. Regarding the Empire and other overseas 
markets, it was agreed that any advantages which might be 
arranged for British goods should be extended to Indian goods 
and that India should participate in any quota which might be 
allocated to the United Kingdom in markets in which India had 
no independent quota. As regards raw cotton* an undertaking was 
given that the British Textile Mission would be prepared to 
recommend effective action being taken to popularize the use of 
the Indian raw material in the interests of the Indian cotton 
grower. Although the Agreement resulted in large offtake of 
Indian cotton by Lancashire, which also recognised the need for 
protecting the Indian textile industry and promised to encourage 
the same in overseas markets, it was complained that the Agree¬ 
ment virtually deprived the Indian industry of a substantial part 
p£ the protection hitherto enjoyed by it without any concrete 
commitment by Lancashire, 
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The Supplementary Indo-British Trade Agreement of 
193S r—Hus agreement of 1935 was actually supplementary id tibe 
Ottawa Pact and was meant to remain in force as long as the 
Ottawa Agreement was effective. 

By this Agreement the Government of India gave formal 
expression to the general principles governing the treatment of 
United Kingdom goods competing with the products of a protected 
Indian industry. It was recognised that while protection to an 
Indian industry might be necessary in the interest of the economic 
well-being of India, the conditions might be such that an Indian 
industry required a higher level of protection against foreign 
goods than against imports df United Kingdom origin. The 
Government of India undertook to give protection only to such 
industries as after due inquiry by the Tariff Board had established 
claims thereto in compliance with the policy of discriminate 
protection. The extent of protection was not to exceed what was 
necessary to equate prices of imported goods to fair selling prices 
for similar indigenous goods, and subject to this condition, lower 
rates of duty whenever possible were to be imposed on commo¬ 
dities of United Kingdom origin. The Government of India also 
agreed to provide full opportunity to any industry concerned in 
the United Kingdom to state its case and answer cases presented 
by other interested parties before the Indian Tariff Board when 
the question of grant of protection to an industry was referred to 
that body. The Government of India further assured that in the 
event of any radical change in the conditions affecting protected 
industries during the currency of the period of protection, they 
would on the request of His Majesty’s Government, Dr of their 
own motion, cause an inquiry to be made as to the appropriateness 
of existing duties and that in such an inquiry full consideration 
would be given to any representation put forward by any interested * 
industry in the United Kingdom. The United Kingdom Govern¬ 
ment in exchange undertook to consider steps which might be 
taken to develop the import from India of raw or semi¬ 
manufactured materials used in the manufacture of articles 
subject to differential import duties in India. They also agreed 
to take further steps to stimulate the use of Indian cotton in all 
possible ways, including research, commercial investigation, market 
liaison and industrial propaganda. They also agreed to continue 
the privilege of duty-free entry of Indian pig-iron into the United 
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Kingdom m long as die duties on articles of iron and steel 
imported from the United Kingdom into India were not less 
favourable than those provided for in the Iron and Steel 
Protection Act of J934. 

The Indian commercial opinion opposed the measure 
alleging that it violated India's Fiscal Autonomy Convention and 
fm a brake on the policy of discriminate protection at the cost 
Of Indian enterprises. The Agreement conferred positive benefits 
on the United Kingdom in exchange of mere verbal assurances 
from the latter. The Indian Legislative Assembly also voted 
against the measure. The Government however supported die 
agreement, which merely implemented in practice the principles 
agreed to in the Ottawa and Mody-Lees Pacts. It did not 
interfere with India's policy of discriminate protection. On the 
contrary the Agreement conferred on India material benefits 
regarding the increased consumption of Indian cotton, raw and 
semi-raw materials, and the privilege of duty-free entry of Indian 
pig-iron into the United Kingdom. India was also promised a 
share in such facilitiCvS as might be granted to British cotton 
piece-goods by the Colonies and Protectorates. * 

It may be observed that die supplementary Indo-British 
Trade Agreement expired with the cessation of the Ottawa 
Agreement. 

The Indo-British Trade Agreement of 1939 :—This agree- 
ment was effected in March, 1939 and subsequently ratified by 
legal enactment, passed by the certification of the Governor- 
General. The new Agreement introduced substantial modification 
of the Ottawa Pact. It was aimed to keep as large export items 
as possible widrin the preferential orbit. The scope of preferences 
granted to the United Kingdom was considerably narrowed by 
excluding articles under food, drink and tobacco and raw materials 
or semi-manufactured goods which were entitled to preference 
under the old arrangement. Under the new Agreement, the 
majority of the items included specialised products not manu¬ 
factured in India eg., motor cars, cycles, etc. 

Regarding other items, eg., woollen carpets and rugs, drugs 
and medicines, etc., the imports from the United Kingdom con¬ 
sisted of special varieties which were produced in India in 
negligible quantities. Certain preferential heads were redefined 
j$o as to exclude a number of commodities which were formerly 
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included. Thto®, under the head of chemicals, drugs and mediotOe, 
several adds and chemical products were removed from the scope 
of preference. Ah outstanding change from the Ottawa Pact ttfei 
that white the latter had left untouched commodities which 
enjoyed protection in India, the new Agreement incorporated an 
arrangement regarding duties on Lancashire goods, though the 
Indifn textile, industry was a protected industry* 

India allowed a preference of 10 per cent to a number of 
items of imports of British goods like chemicals, paints, remnants 
of piece-goods, woollen carpets, sewing machines and per cent 
on motor cycles and scooters, cycles and omnibuses, etc. 

The United Kingdom in addition to continuing the free 
admission of certain Indian goods, e.g., lac, raw jute, mica slabs, 
myrobalans, accorded the following main preferences: a preference 
of 10 per cent ad valorem to bones, linseed, castor-seed, ground¬ 
nuts, leather (undressed), coir yarn, soya beans and spices etc,; 
a preference of 15 per cent among other things to certain jute 
manufactures e.g., cordage, cables, ropes and twine, castor oil, 
rapeseed oil, linseed oil, groundnut oil, leather (dressed), paraffin 
wax; a preference of 20 per cent on coir mats and matting, 
cotton manufactures and certain jute manufactures like sacks 
and bags, and preferences at specific rates to magnesium chloride 
(Is. per cwt.), handmade knitted carpeting and floor rugs (4s. 6d. 
per sq. yard), coffee (9s. 4d. per cwt.), tea (2s. per lb.) and rice 
(\d. per lb.), Regarding pig iron, which continued to enjoy free 
entry, the British Government reserved to itself the power to 
impose after 31st March, 1941 a customs duty on imports of 
Indian pig-iron, if after the expiry on that date of the Iron and 
Steel Protection Act of 1934, duties imposed on imports of iron 
and steel into India were substantially less favourable to the 
United Kingdom than those provided for in that Act* 

The separation of Burma from British India was responsible 
for the abolition of some preferences e.g., lead, rice meal, etc* and 
reduction in the value of others e.g., teakwood, paraffin wax, rice 
and tobacco* Under the new Agreement a sliding scale of duties 
was levied on cotton piecegoods and it was linked with the expo M 
of Indian cotton to the United Kingdom and with the imports 
of cotton piece* goods from the United Kingdom into India- 
Provision was made in the new Agreement for the negotiation of 
a separate trade treaty with Ceylon, which was to enjoy the 
33 *"* 
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Ottawa schedule of preferences for a period of six months after 
the Agreement came into operation. The schedule of mutual* 
preferences between India and the Colonies remained unchanged 
barring one Or two exceptions. 

The Agreement was again opposed by the commercial and 
trade organisations of the country. The Government had to pass 
the Agreement despite the adverse vote of the Legislatmfc. It 
Was argued that preferences granted to the United Kingdom tvere 
far in excess of those recommended by non-official advisers and 
left no scope to India for concluding any trade pact with other 
countries. Preferences enjoyed by tire United Kingdom were 
real, while India benefited little from preferences granted on her 
exports, which consisted mainly of raw materials used by the 
United Kingdom for her industries. By granting preferences to 
the United Kingdom's exports of chemicals, paints, apparel, 
instruments, etc., indigenous industries were hit hard. India's 
exports suffered due to the withdrawal of preference on wheat, 
the old preference being taken away in order to afford freer access 
to American wheat in the British market and this step was 
justified on the ground that the wheat preference was of no 
practical importance to India. The export trade of India was also 
jeopardised by the reduction of the preference on rice, refusal of 
the Britivsh Government to withdraw the drawback facilities 
regarding linseed, utilised in the manufacture of linseed oil and 
reductions of thei preference on chrome leather and in the margin 
of preference enjoyed by hand-made Indian carpets. It should 
be borne in mind that in spite of an export surplus in merchan¬ 
dise, India was indebted to the United Kingdom on balance of 
payments account due to large invisible imports. The non-official 
advisers insisted upon giving reciprocal advantages to Indian 
banking, shipping and insurance against prevailing discrimina¬ 
tory treatment and claimed a specific share in the carrying trade 
for Indian bottoms. The cotton clause was found to be the most 
unhappy item in the Agreement. It correlated the export of 
Indian raw cotton to imports of Lancashire and British piece-goods 
in this country and India did not receive a square deal in this 
Agreement Regarding the stipulated quantity of Indian raw 
cotton to be bought by the United Kingdom, it did not mean 
pxf special sacrifice on the part of the United Kingdom and the 
Idpulated^uota actually fell short of the normal offtake of Indian 
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cotton by Lancashire cotton industry; while India was asked to 
.guarantee* with the aid of effective sanctions, the intake of 
United Kingdom cotton piece-goods far in excess of the actual 
quantity of Lancashire imports into India before the Agreement. 
The Agreement failed to make any mention about the proportions 
of different varieties of Indian cotton in spite of the demand of 
the Indian cotton-growers that at least 65 per cent of the offtake 
should be short-staple cotton. Despite the declaration of unoffi¬ 
cial advisers that any further indirect taxation or burden put on 
the Indian cotton industry would necessarily call for similar 
countervailing increases in the duty on imports of cloth, the 
import duty on long-staple cotton was doubled. This reduced 
the protection available to the Indian cotton mill industry and 
adversely affected our handloom industry. It may however be 
observed that the Agreement introduced substantial improve¬ 
ments over the Ottawa Pact. 

The Indo-Japanese Trade Agreement of 1934 5—The 

evil effects of the lndo-Japanese Trade Convention of 1904, 
extending to Japan the most-favoured-nation treatment began to 
be keenly felt in India from 1932, when the continued deprecia¬ 
tion of the yen conferred special advantages on Japanese exports 
to India and Indian industries were threatened with nearly 
complete collapse. Therefore six months' notice of termination 
of the Convention was given and this led to the boycott of Indian 
cotton by Japan, which became effective from.June, 1933, when 
import duties on Japanese cotton textiles were steeply increased. 
An increase was made in the duty on foreign including Japanese 
cotton piece-goods to 75 per cent ad valorem with a minimum 
specific duty of 6f annas per lb. on plain greys. A Japanese 
delegation came to India in October, 1933. After negotiations 
lasting over three months, an agreement was reached between 
the two countries. The Japanese boycott was withdrawn in 
January, 1934 and the 75 per cent duty was reduced to 50 per 
cent by the Government of India. 

The Agreement of 4934 with Japan consisted of two parts, 
the Convention and the Protocol. The convention defined the 
trade relations between the two countries in future and the 
Protocol specified the agreement reached regarding the importa¬ 
tion of cotton piece-goods from Japan into India and the export 
of raw cotton from India to Japan, The Protocol without the 
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i Convention was to expire automatically on 31st March, 1937 and 
/ the Convention would terminate on the same date, if denounced, 
by either of die contracting patties by giving six months' notice. 
The contracting parties agreed to extend to each other die most¬ 
favoured-nation treatment. India and Japan retained the right 
Of imposing or modifying from time to time special customs duties 
* on the imports from each other at such rates as might be 
necessary to correct the effect of any variation in the exchange 
value of their respective currencies, subsequent to 31 st December, 
1933. Though both parties reserved the right to make such 
changes in their customs tariffs as might be necessary for the 
1 protection of their own interests, they agreed to enter into nego¬ 
tiation in order to reconcile the interests of the two countries, 
when requested to do so by either party. 

The customs duties to be imposed on imports into India 
were not to exceed the following rates: 

Plain greys, 50 per cent ad valorem or 5$ annas per lb., 
whichever is higher; others 50 per cent ad valorem. 

The Protocol prescribed a system of quotas for the imports 
of Japanese piecegoods into India and the export of raw cotton 
from India, Under this agreement Japan was allowed to export 
to India in any cotton piece-goods year 325 million yards of cotton, 
exclusive of re-exports provided she purchased one million bales * 
of cotton from India in any cotton year. This was the basic 
quota. The maximum quantity Of cotton piece-goods which 
Japan could send to India was fixed at 400 million yards a year 
and for this purpose the bask allotment of 325 million yards was 
to be increased by \\ million yards for every 10,000 bales of the 
excess over 1 million bales taken in any cotton year. The sub¬ 
allotment of the cotton piecegoods which might be sent to India 
in any year was divided into four categories, namely, plain greys 
45 per cent, bordered greys 13 per cent, bleached (white) goods 
8 per cent and coloured (printed, dyed or woven) goods 34 per cent. 

Indian cotton-growers benefited largely from this agreement 
as Japan took substantially larger cotton supplies from India than 
w]hat was provided for in the agreement, but it is contended that 
Japan did so to get hold of cheap raw cotton. 

Japan fully availed of the most-favoured-nation treatment 
by dumping Indian markets with miscellaneous goods to the 

^detriment of Indian industries and handicrafts. 

\ 
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The agreement provided for a quota of raw cotton to be 
exported to Japan from India ip exchange for a specific import 
of Japanese piecegoods and this quota proved very harmful in 
practice. The loopholes of the quota system were fully utilised 
and unlimited quantities of Japanese piecegoods were imported 
into India. Fents and artificial silk goods were outside the quota 
and were largely imported into India. Japan circumvented the 
quota system by exporting to India large consignments of made-up 
cotton goods, e.gr, shirts, skirts, dresses, etc* In practice, there¬ 
fore, larger quantities of Japanese piecegoods than provided for 
in the Protocol were brought to India* Besides, Indian exports 
of pig iron, jute and oilseeds to Japan showed a downward 
tendency. 

The Indo-Japanese Agreement of 1937 :—The revised 
Indo-Japanese Trade Agreement came into operation from 1st 
April, 1937 and was to remain in force until 31st March, 194$. 

The Trade Convention maintained the status quo and Japan 
was thus assured of the most-favoured-nation treatment for a 
period of three years. The revised cotton Protocol was substan¬ 
tially the same as the old one, barring a few modifications, which 
were necessary following the separation of Burma from India 
from 1st April, 1937. The annual basic import quota of Japanese 
piecegoods was reduced from 325 million yards to 283 million 
yards against the purchase by Japan of Indian raw cotton of one 
million bales. The maximum limit of imports of cotton piece- 
goods, which was conditional on Japan’s taking 1J million bales 
of raw cotton from India, was reduced from 400 to 358 million 
yards. The new Protocol sub-divided coloured piecegoods into 
categories of printed goods and dyed or woven goods and tire 
percentage quota apportioned to coloured piecegoods was stepped 
up from 34 to 37. The basic quota of cotton piecegoods was 
exclusive of cotton fents, but Japan undertook to limit imports 
of cotton fents into India to 8,950,000 yards annually. The 
Government of India agreed that customs duties on cotton fents 
would not exceed 35 per cent ad valorem. 

The new Agreement failed to implement the recommenda¬ 
tions of the non-official advisers and maintained status quo, The 
demand for protecting indigenous industries of India, engaged 
in producing miscellaneous articles, was ignored and the most¬ 
favoured-nation treatment was retained by keeping the Trade 
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Convention unimpaired. Although the Indian mill industry and 
the indigenous silk industry were assisted by the Finance Depart¬ 
ment Notification of 1937, prohibiting imports of artificial silk 
ferns into India and raising the import duties on artificial silk 
piece-goods by an average of an anna per square yard, fents and 
artificial silk goods were left outside the quota. Japan benefited 
substantially by the agreement. 

Provisional Agreement of 1940 r-The Government of 
India decided in December, 1939 not to give the necessary six 
months' notice of termination of the Trade Convention with 
Japan after receiving an assurance from the Government of Japan 
that the latter had not the least intention to take advantage of 
any interval which might arise between the termination of the 
Protocol and the Convention in the event of protracted negotia¬ 
tions, On the expiry of the Protocol on 31st March, 1940 the 
two Governments agreed that during the period intervening 
between the expiry and the framing of a new Agreement, they 
would not take any action which might prejudice each other's 
trade. The prospects of concluding any trade agreement with 
Japan appeared to be rather remote in view of the announcement 
by the British Government of the denunciation of trade treaties 
with Japan in July, 1941. Accordingly the necessary six months" 
notice of termination of the Indo-Japanese Trade Convention of 
1934 was given to Japan. 

The Indo-Burma Trade Agreement of 1941 The new 

Agreement, signed in April, 1941 enabled the Governments of India 
and Burma to impose tariff duties/ subject to the reciprocal con¬ 
cession that their general tariff rates would give margins of 
preference to goods of India and of Burma as the case might be of 
JO per cent against Empire products and of 15 per cent against 
foreign goods. The contracting parties also agreed to give each 
other the most-favouredmation treatment. 

Burma agreed to allow free entry to some 77 articles e.g* 
Canned fish, coal, raw cotton, cotton twist, pig-iron etc. She also 
undertook not to tax certain goods at rates in excess of 5 
per cent e.g. potatoes, coconuts, chemicals, drugs, and medicines, 
paints, woollen blankets, rugs etc. and not to tax certain goods 
c*g., coffee, cigars, certain spices, toilets, soap, boots, shoes, etc, 
at rates in excess of 10 per cent. Certain goods when imported 
into Burma were to be taxed at special rates not exceeding those 
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as shown below, e.g. betelnuts, 20 per cent; ale and beer at the 
rate of the excise duty; tobacco, one anna per pound and silk, 
artificial silk and mixed fabrics, IS per cent. 

India m return agreed that certain goods of Burmese origin, 
e.g, dyeing and tanning substances, gums, resins and lac, wood 
and timber, lacquered ware, iron ore, aluminium, lead and zinc 
metals (other than iron and steel), etc. were to be allowed free 
entry. Duties on certain goods were to be levied at special rates* 
e.g. potatoes and onions 5 per cent, coffee 10 per cent, cigar 
10 per cent and tobacco (unmanufactured) one anna per pound. 
The tariff treatment of Indian cotton piece-goods exported to 
Burma and of Burmese kerosene exported to India were regulated 
separately. Although the Agreement provided for a duty of 
7| per cent on Indian cotton piecegoods, the Burma Government 
undertook not to fix the duty on such goods at more than 10 
per cent. The position of Indian textiles in Burma was also 
fortified by the retention of the quota on the Japanese goods 
at prevailing level. Regarding kerosene, while the margin of 
preference was reduced to nine pies per gallon, compared with 
the former margin of eleven and a quarter pies, the Government 
of India secured the right to levy a surcharge equal to the entire 
margin of preference during the war period. The surcharge came 
into force on 7th April, 1941. The exports of timber to India 
and of imports of sugar into Burma were also specially dealt 
with. The Burma Government agreed not to le\y any export 
duty on timber during the war period. The imports of Indian 
sugar into Burma were accorded special privileges. Rice and 
broken rice were allowed free entry and no duty was to be levied 
in India on these commodities as long as they were permitted 
to be imported free of duty from other countries. If a duty was 
levied on broken rice, a preference not exceeding 10 per cent on 
the amount of the duty was to be allowed to imports from Burma. 
Regarding exports of commodities, which were liable to excise 
duty e.g, motor spirit, matches, salt, sugar, it was provided in 
general that the rate of the customs duty should correspond to 
the level of the excise duty prevailing in the country of imports. 
The Agreement was to remain in force, subject to the right of 
either party to terminate it at six months* notice. 

Present Trend of Commercial Policy :—There has been a 
fundamental change in world commercial policies from the 
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thirties of the present century. The nations of the world began 
to discard the old trade policy based on the most-favoured-nation 
treatment principle and adopt bilateral trade agreements, which 
took either the forms of Clearing and Compensation or Barter 
Agreements. Clearing arrangements are designed to regulate 
foreign exchanges and equate exports and imports through the 
mechanism of bilateral agreements, without specifying the items 
of trade. Barter arrangements provide for the direct exchange of 
commodities, eliminating the necessity of evolving the means of 
payment. Most-favoured-nation treatment clauses provided in 
bilateral agreements are rendered useless for all practical purposes 
by including quota, financial, industrial provisions etc. Economic 
nationalism, self-sufficiency and bilateralism became outstanding 
features of world trade in place of free international trade, 

Although India was officially committed to freer international 
trade, following the principles of most-favoured-nation treatment, 
she unknowingly participated in bilateral trade agreements in the 
Indo-British, Indo-Japanese and Indo-Burma Trade Agreements. 

Since the cessation of World War II, the United Nations 
Conference on Trade and Employment met in March, 1948 at 
Havana and approved a charter for international trade and set up 
the International Trade Organisation to promote freer trade 
amongst nations of the world. The Havana Agreement was 
signed by 53 nations including India, although no Government 
has yet ratified the same. This Agreement followed the Geneva 
Agreement on Trade and Tariff amongst 23 nations, including 
India. 

The Havana Charter aimed at promoting freer international 
^rade by eliminating restrictions and discriminatory practices and 
the International Trade Organisation wisely provided for special 
restrictions to be practised by countries, which are industrially 
backward and require to be specially protected to develop their 
own industries. One of the chief functions of the Indian Fiscal 
Commission recently appointed by the Government of India is 
to examine India's case in regard to the Havana Charter and 
International Trade Organisation and it lias been asked to report 
an early date as to whether India should join the International 
Trade Organisation and under what conditions. 

India like other countries is trying to seek trade expansion 
by contracting bilateral trade agreements with various countries 
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within the framework of the International Trade Organisation. 
It is pointed out that India so far has entered into trade agree¬ 
ments with 7 European countries—the Anglo-American zone of 
Germany, Yugoslavia, Hungary, Czechoslovakia, Poland, Finland 
and Switzerland. ^ With the exception of the first two countries, 
which signed the agreements in July and December, 1948, 
respectively, agreements with the rest of the countries were 
signed during the last two months. These agreements, according 
to them, have had no effect so far on the rate of India’s utilization 
of sterling balances. 

Under these trade agreements India has agreed to license for 
export mainly such commodities as raw jute, jute manufactures, 
cotton or cotton waste, manganese ore, coir and coir manufactures, 
shellac, zinc, tea, hides and skins, oilseeds and oils. In fixing the 
quantities for export, it is stated that India took into account the 
quantities which were exported to these countries in the past and 
also the special factor affecting the export trade in the commodities 
concerned. 

If the quantities agreed to under the agreements are examined 
it will be found that there is no appreciable diversion of exports 
from Britain to the European countries. In instances where the 
agreed quantities arc in excess of the exports recorded in the 
past the agreements are designed to foster direct exports from 
India to these countries, instead of indirect exports which took 
place in the past. 

In many cases small quantities of scarce materials like jute 
and jute manufactures, which could have found a market in 
Britain have been allotted to a European country, because the 
consequent reduction in India's sterling is compensated by 
diversion of some of India’s purchases of essential commodities 
from hard currency countries to the European countries concerned. 
It is thought that this will help not only India, hut the sterling 
area as a whole. 

Furthermore, there are other commodities like foodgrains, 
steel, non-ferrous metals and certain types of capital equipment, 
which India is unable to obtain to satisfy her entire requirements 
from the sterling countries and, therefore, she has no option but 
to obtain these wherever they are available, even at the cost of 
a slight diversion of her exports. 
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Working of these bilateral agreements in practice therefore 
refutes the charge made in certain quarters in Britain that 
Bilateral trade agreements, which India has entered into with 
some European countries, have had the effect of diverting India's 
exports of scarce raw materials from the British market to non- 
Sterling areas, thus reducing India's current earnings of sterling 
and draining the sterling balances faster. 


i 



1 


{ 


CHAPTER XXIII 

m PUBLIC FINANCE 

Introductory Up to the war of 191448, the Central Govern¬ 
ment of India was the sole taxing authority and there was one 
Budget presented by the Centre for the whole country. The 
separation of Central from Provincial finance started after the 
cessation of World War I and the Indian financial system began on 
federal lines. 

Central Heads of Revenue s Customs Up to 1914 : 

—There was an import duty of 5 per cent on raw produce before 
the Mutiny and goods carried in non-British ships had to pay at 
double the ordinary rate. After 1848 the nationality of the ship 
was no longer the differential criteria, but non-British goods were 
made to bear duty at double the ordinary rate. After 1859 this 
differential scale of duty was abolished and the general rate of 
duty was stepped up to 10 per cent, and was again reduced to 
74 per cent, in 1864 and 5 per cent, in 1875. Subsequently, 
following the agitation by Lancashire manufacturers, all duties 
were abolished in 1882. Again a general import duty at 5 per cent, 
ad valorem was imposed in 1894, exempting cotton yarns, piece- 
goods and some other goods. Certain countervailing duties were 
imposed between 1899 and 1904 on bounty-fed sugar of Germany, 
Austria, Denmark, etc. These were all finally removed by 1912, 
In 1910-11, higher import duties were imposed upon bullion or 
coin and petroleum. It may be observed here that at the end of 
1894, an import duty of 5 per cent, was levied on cotton fabrics 
and yarn and an equivalent countervailing excise duty was imposed 
upon yarns of 20 counts and above produced in Indian mills. 
The import duty on cotton piecegoods was lowered to per cent, 
in 1896 and an equivalent excise duty was imposed upon all 
Indian mill-woven cloth, cotton yarns foreign or local were free 
of all duties. 

Export duties were an outstanding feature of the tariff policy 
until 1860, when there was an export duty of 3 per cent, ad 
valorem on all exports, A general principle of abolishing 
export duties was pursued from 1860, until there was only an 



524 


INDIAN AND PAKISTANI ECONOMICS 


\ 

export duty m rice in 1880. A small export duty was imposed 
upon tea in 1903. 

Customs After 1914 -.—Import Duties.—Tht general ad 
valorem duty was raised to 7J per cent, in 1916-17 except that on 
cotton piece-goods, which was not raised to per cent, till 
1917-18, 11 per cent, in 1921-22, including cotton piece-goods and 

15 per cent, in 1922-23 but the duty on cotton goods remained at 
11 per cent. Railway materials were taxed at 2£ per cent, in 
1916-17 and the tax was increased to 10 per cent, in 1922-23. The 
duty on iron and steel was increased from 1 per cent to 2\ 
per cent, in 1916-17, and 10 per cent in 1922-23. Sugar duty was 
raised from 5 to 10 per cent, in 1916-17 and from 15 per cent, to 
25 per cent in 1922-23. Although machinery and stores for 
cotton-spinning and weaving were taxed at 2\ per cent, in 1921-22, 
they were exempted later. A specific duty on matches at 12 annas 
per gross boxes was imposed in 1921-22 instead of the 7| per cent 
ad valorem duty and this duty was doubled in 1922-23. Duties 
on luxury goods like motor cars, cinema films, watches, silk piece- 
goods, etc., were increased from 1\ per cent, to 20 per cent, in 

1921- 22 and 30 per cent, in 1922-23, but the duty on motor cars 
was reduced from 30 to 20 per cent and that on tyres from 30 to 

16 per cent, in 1927-28. The tobacco duties were increased to 
75 per cent, ad valorem for cigars and cigarettes in 1922-23. The 
duty on unmanufactured tobacco was raised from Re. 1 to Re. 1-8 
per lb. in 1927-28. A 5 per cent duty was levied on foreign cotton 
yarn which was free from 1893. The revenue duty on cotton 
piece-goods was raised from 11 per cent to 15 per cent ad valorem 
in 1930 and an additional 5 per cent protective duty for three years 
was imposed on non-British goods. A duty of one anna per 
gallon was levied upon kerosene and petroleum, with a corres¬ 
ponding excise duty on indigenous products. The duty on 
imported liquors was increased in 1921-22 and then again in 

1922- 23. The silver duty which was abolished in 1920 was 
re*imposed in 1930 at 4 annas per oz. The Finance Act of 1930 
introduced an increase in the import duty on sugar. The Finance 
Act of 1931 introduced increases in the substantive rates in the 
case of duties on liquors, sugar, silver and cinema films and 
additional impositions in the form of surcharges, ranging from 

per cent to 15 per cent. The Supplementary Finance Act of 
1?31 introduced additional increases in the import duties on raw 
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cotton, tmchkmf, dyes, artificial silk yam, silk piecegoods and 
electric bulbs, and imposed a surcharge of £ of the existing rates 
on atl customs imports including surcharges levied by the 
preceding Finance Act. 

The Indian Tariff (Ottawa Trade Agreement) Amendment 
Act of 1932 implemented in practice the Ottawa Trade Agreement 
of 1932. This Agreement provided for the grant to the United 
Kingdom of a 7\ per cent preference on certain classes of motor 
vehicles and 10 per cent tariff preference on certain other classes 
of goods, spfecial arrangement being made for iron and steel 
goods. The necessary preference was provided for either by 
raising the previous rate all round or partly by raising and partly 
by lowering it, the standard rate in no case going beyond 50 per 
cent ad valorem. The import duty on silver was reduced by 
2| annas to 5 annas. The Finance Act of 1935 reduced the duty 
on Silver to 2 annas per ounce. The excise duty on silver was also 
reduced to an equivalent of the import duty, but the Finance Act ‘ 
of 1937 increased the import duty and correspondingly the excise 
duty on silver to 3 annas per ounce for purposes of revenue. The 
import duty on raw cotton was raised from six pies to one anna 
per lb. by the Indian Finance Act of 1939. The Indian Tariff 
(Third Amendment) Act of 1939 implemented in practice the new 
I ndo British Trade Agreement, which replaced the Ottawa Agree¬ 
ment. The new Agreement provided for the grant to the United 
Kingdom of a 1\ per cent tariff preference on certain classes of 
motor vehicles and a 10 per cent preference on certain classes of 
goods. The reduction in the import duties on British cotton piece- 
goods was also part of the new Agreement. The Finance Act of 
1941 increased the impart duty on artificial silk yam and thread 
from 3 to 5 annas per lb. An all-round customs surcharge of 
20 per cent was imposed in 1942-3 on the existing import tariff 
except on raw cotton, petrol and salt and the petrol tax was 
increased by 25 per cent. The surcharge on tobacco and spirits 
was raised in 1944. In 1945 an increase took place in the standard 
rate of customs duty on unmanufactured tobacco and rates on 
kindred items, e.g„ cigars, cigarettes and manufactured tobacco. 
In 1946-47 the duty on imported betel-nuts was raised to a standard 
rate of 54 as. per pound without surcharge but with a preference 
of 6 pies per pound for British colonies. In 1947-48 the ad valorem 
duty on unexposed cinematograph films was converted into a 
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specific duj^bf 3 pies per linear foot and of 4 annas per linear 
foot of exposed filn^s. The customs duty on raw cotton of 1 anna 
per pound under the Tariff Act and the duty of 1 anna per pound 
under the Cotton Fund Ordinance of 1942 were consolidated into 
a duty of 2 annas per pound without any surcharge. A specific 
duty without surcharge was imposed on imports of gold bullion 
and coin at the rate of Rs. 25 per tola of 180 grains fine and the 
duty on silver was increased from 3 annas 5| pies (including 
surcharge) to 8 annas an ounce (without surcharge). The 1947-48 
Finance Act continued the general surcharge for another year. 

* The duty on kerosene was reduced from annas to annas 3 per 
imperial gallon. Reduction was effected in the duty on motor 
spirits from annas fifteen to annas twelve per imperial gallon. The 
surcharge on wines was increased f rom one-fifth to one-half. The 
duty on imported bctelnuts was reduced to 5 $nnas per pound 
(without any surcharge). The Finance Act of 1948-49 raised the 
duty on motor cars from 45 per cent to 50 per cent, with a 
preference of 1\ per cent in favour of the United Kingdom. The 
import duty on cigars, cigarettes and'manufactured tobacco was 
slightly raised, following the changes in the excise duty. The 
1949-50 Finance Act increased the duty on liquor, fabrics con¬ 
taining silk and artificial silk, woollens and their mixtures, cotton 
knitted apparel, artificial silk, yam and paper othdr than news¬ 
print, stationery articles, glass and glassware, photographic 
appliances, clocks and watches, etc. The import duty on motor 
spirit including the excise duty was raised from twelve annas a 
gallon to fifteen annas a gallon, bringing the duty to the level of 
1945-46. The import duty on betelnuts was raised from five annas 
a pound to 1\ annas, with the prevailing preference of half an 
anna on imports from British Colonies. 

Export Duties.— Export duties Were levied on tea and jute in 
1916-17. The export duty on tea was abolished in 1927-8. In the 
case of jute, the export duty was fixed at Rs. 2-4 per hale of 400 lbs., 
being approximately equivalent to an ad valorem duty of S per 
cent. Manufactured jute was charged at the rate of Rs. 10 per 
ton on sacking and Rs. 16 per ton on hessians. The export duties 
on jute were doubled in 1917-18. A 15 per cent ad valorem 
duty was imposed in 1919 on raw hides and skins in order to 
protect the Indian tanning industry. This duty was subsequently 
reduced to 5 per cent The Finance Act of 1930 reduced the 
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export duty oti rice from 3 arinas to 2 annas 3 files t a n4sond. 
The Fingmce Act of 1934 abolished the export duty on raw" hides* 
The Finance Act of 193§ abolished the export duty on raw skins 
in order to step up the export trade. 

In order to place the Imperial Council of ^ Agricultural Re¬ 
search on a sound financial bask, the Agricultural Produce Cess 
Act of 1940 was passed, levying an export cess at tire rate of 
^ per cent ad valorem on certain specified articles, e.g., hones, 
better, wheat, seeds, skins, tobacco, raw wool, etc., provided they 
were not already subject to an export duty or cess. In 1946 the 
duty on jute exports was increased* The export duty on tea was 
increased from 2 annas to 4 annas per lb, in 1947. Export duties 
were imposed by the Finance Act of 1947-48 on jute, tea, raw 
cotton and rite. The 1948-49 Finance Act converted the export 
duty on cotton piecegoods into an ad valorem duty of 25 per cent, 
exempting handioomcloth from theduty and the duty on exports 
of cotton yam was withdrawn. Export duties of Rs. 80 per ton 
on oilseeds and of Rs. 200 per ton on vegetable oils were levied 
and this could not affect our export trade as there was a great 
disparity between internal prices and export prices. An export 
duty of Rs, 20 per ton was imposed on manganese. The 1949-50 
Finance Act imposed an Export duty of 15 per cent ad valorem 
on cigars, cigarettes and cheroots. The export duty on vegetable 
seeds* and oils was abolished and the export duty on cotton piece- 
goods was also abolished in June, 1949, in order to step up our 
export trade. 

The following table illustrates the growth of customs 
revenues: — 


Growth of Customs Revenues 


Year 

Grores of 
Rupees 

>* Year 

Crow of 
Rupees 

1913-14 . 

1 M3 

. M. 

1938-9 . 

40*51 

1918-19 . 

18*18 

1939-40 . 

45-88 

1930-1 . 

46*81 

1942*3 . 

25*12 

1932-3 ... ... ] 

51*96 

1945-6 . 

73-61 

1933-4 . 

45*72 

1946-7 . i 

87*50 ^ 

1935-6 . 

46*73 

1947-8 

93*90 

1936-7 

40*61 

1948-9 . 

117*25 

3937-8 . 

43*11 

1949-50 . 

107*25 
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Central Mxcise duties .—The Sugar (Excise Duty) Act. of 1954 
imposed on khandsari sugar and all other sugar, except palmyra 
sugar produced in factory in British India, an excise duty of 
10 annas per cwt. and Re, 1-5 per cwt., respectively. The Indian 
N Finance Act of 1937-38 increased the excise duty on khandsari 
sugar from 10 annas per cwt. to Re. 1-5 per cwt, and on sugar 
other than khandsari or palmyra, from Re. 1-5 per cwt. to Rs. 2 
per cwt. This involved a change in the import duty on sugar* 
which was fixed at the rate at which the excise was leviable on 
sugar other than khandsari or palmyra, plus Rs. 7-4 per cwt,, the 
substantive protection to which the industry was entitled. The 
excise duty on khandsari sugar was reduced to Re, 1 per cwt. in 
pursuance of Clause 10 of the Sugar (Excise) Order of 1934, The 
Indian Finance Act of 1940-41 increased the excise duty on sugar 
other than khandsari sugar from Rs, 2 to Rs. 3 per cwt., which 
also increased in consequetice the import duty by the same 
amount. The Matches (Excise Duty) Act of 1934 levied on 
matches made in British India and sold in boxes or booklets 
containing on an average not more than eight, an excise duty of 
(?) Re. 1 per gross of boxes or booklets if the average number \yas 
40 or less, (it) Re. 1-8 if the average number was more than 40 but 
less than 60 and (rii) Rs. 2 if the average number was more than 
60. Customs duties on imported matches were in consequence 
adjusted in such a way as to comprise rates, which maintained 
the existing measure of protection to the Indian industry over and 
above the equivalent of the new excise duty. The excise duty 
on matches was doubled and a corresponding increase in the 
import duty was effected in March, 1941. A new excise duty of 
10 per cent ad valorem was levied on pneumatic tyres and tubes 
manufactured m 1941. The excise duty on tobacco was increased 
in 1944-45 and betel-nuts, coffee and tea were brought under the 
Central Excise Tariff. The highest class of flue-cured tobacco 
was subdivided into three categories in 1945-46 and subjected to a 
duty of Rs. 7-8, Rs. 5, or Rs. 3-8 per lb„ according as it was 
intended for use in manufacturing cigarettes containing more 
than 60 per cent, between 40 and 60 per cent and between 20 and 
40 per cent by weight of imported tobacco. Some of the Pro¬ 
vincial Governments in consequence reached an agreement with 
the Centre and undertook to withdraw the Provincial excise duty 
on tobacco in exchange for a share in the proceeds from the 
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Centre’* tobacco excise in order to avoid the double incidence of , 
this impost, The Finance Act of 1946-47 reduced the duty on 
kerosene from four annas six pies to three annas per imperial 
gallon* The duty on motor spirit was lowered by three annas to 
twelve annas and that on betelnuts from two annas to one anna 
pet' lb. The excise duty on matches was also reduced from Rs. 2-8 
per gross to Rs. 1-12 per gross for boxes containing between 40 
and 50 matches. An excise duty was levied on cigarettes at 25 
per cent on ex-factory prices by the Finance Act of 1948-49. The 
duty on certain categories of unmanufactured'tobacco was raised 
from nine annas per lb. to twelve annas per lb. in some cases 
and 3 annas per lb. to 4 annas per lb. in others in order to see 
that there Is no diversion from the consumption of cigarettes of 
the cheaper varieties. The excise duty on tea was raised from 
2 annas per lb. to 4 annas per lb. to, bring it to the same level as 
the export duty. The duty on coffee was increased to four annas 
per lb. The duty on vegetable product was increased by 50 per 
cent to Rs. 7-8 per cwt. The duty on tyres was raised by 50 per 
cent. As the reduction in the excise duty on matches from 
Rs. 2-8 to Rs. 1-12 per gross in 1946-47 was not passed on to con¬ 
sumers, the duty was again raised to Rs. 2-8 per gross on all boxes 
containing up to 50 matches. The Finance Act of 1949-50 raised 
the duty on motor spirit as complementary to the increase in the 
import duty. The duty on sugar was raised from Rs. 3 per cwt. 
to Rs. 3-12 per cwt. and that on tyres for motor vehicles from 
15 per cent ad valorem to 30 per cent ad valorem. The 1949-50 
budget made slight readjustments in the rate of duty on matches 
and factories with an output of less than 500,000 gross boxes 
would benefit by the levy of a somewhat lower duty. Two sizes 
were prescribed, namely* boxes of 40 and boxes of 60. These 
changes did not affect the revenues and helped to keep down the 
prices of matches. 

The cotton excise duty was severely criticised in India as it 
imposed a burden on the poor consumers, unnecessarily handi¬ 
capped the indigenous industry and the Indian Legislative 
Assembly passed a resolution condemning this impost in 1925. 
Finally the Government passed an ordinance in November, 1925, 
suspending the cotton excise duty, which was abolished on 1st 
April, 1926. The Finance Act of 1949-50 again continued the 
excise duty on cotton cloth at 25 per cent on super-fine doth, 
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which, was levied earlier in the year and in addition a duty of 
6} per cent was imposed on fine doth and that of 3 pies per yard 
on coarse and medium cloths. Dr. Mathai referred to the ‘long 
and bitter history” behind the cotton excise duty and explained 
his reasons for introducing it. The duty was being levied in 
circumstances different from those in which a foreign Government 
had levied it in the interests of a foreign industry. It was also 
necessary to replace the loss caused by the abolition of the salt 
duty by developing some other equally stable source of revenue, 
and doth, with a large internal production and as article of 
universal consumption, was an obvious choice. The duty was 
not likely to affect the indigenous industry but would assist the 
handloom industry to maintain its market by slightly increasing 
the cost of the mill-made product. 

Income Tax r— A general income-tax, from which agricul¬ 
tural incomes were not exempt was first imposed in order to 
meet the financial burdens of the Mutiny for five years, after 
which it ceased to operate in 1865. An Act was passed in 1867 
levying a licence-tax on professions and trades, excluding agri¬ 
culture and this continued till 1872-3, No further taxation was 
imposed till 1877, when a licence-tax was imposed on traders and 
artisans in order to meet a portion of the Famine Insurance 
Grant. Acts were in consequence passed in 1887 for United 
Provinces, Punjab, Madras, Bengal and Bombay and remained 
in force until 1886. The licence-tax of 1878 was later converted 
into a general income-tax for all-India by rhe Income-tax Act of 
1886, taxing all sources of non-agricultural incomes. A tax of 
four pies in the rupee was imposed on all annual incomes between 
Rs. 500 and Rs. 2,000 derived from salaries and interest on 
securities and that of 5 pies in the rupee on incomes over Rs. 2,000 
and on all profits of companies, there being no further gradation 
of the tax. Similar incomes derived from other souices were 
taxed at same rates, charities and religious endowments being 
exempted. Incomes between Rs. 500 and Rs. 1,000 were exempted 
in 1903. The yield from income-tax before 1914 was very small, 
being about Rs. 3 crores, which rose to over Rs, 22 crores by 
1921-22. Although the rates were further increased in 1922, the 
yield of the tax decreased from Rs, 18*49 crores in 1923-4 to 
R& 15*42 crores in 1927-8 following a general trade recession. The 
lyfekf of the income-tax, excluding the small share given to the 



s PUBLIC FINANCE • $$l 

Provinces, was Rs. 17*13 crores in 1933*4, 17 54 crores in 1934*1, 
17*07 in 1935-6 and 15*34 in 1936-7. 

Com pany Income-tax s—Under the Act of 1918 there was 
an initial exemption of the first Rs. 999. Above that figure, on 
incomes of R$, 1,000 and up, a flat rate of 1 anna per rupee was 
charged. This prevailed till the Act of 1922 came into force, 
when the initial exemption was withdrawn and simultaneously 
the rate was increased from 12 pies to 18 pies in die rupee! This 
rate continued till 1930 when die rate was increased to }9 pies 
in the rupee. Next year, in 1931, the rate was again increased to 
26 pies per rupee and this continued till 1938, with levy of sur¬ 
charges in between varying from 25 per cent to 8J per cent. In 
1939 when the Act was recast and consolidated, the surcharge was 
given up, though only temporarily, in favour of increasing the 
basic rate itself to 30 pies per rupee. From 1940 onwards, sur¬ 
charges were revived, increasing gradually year after year. In 

1940, the surcharge rate was 8$ per cent; in 1941—-33$ per cent; 
in 1942—50 per cent ; in 1943—664 per cent; in 1944—80 per cent 
and in 1945—90 per cent. In 1946 when the surcharge rate 
would have amounted to cent per cent, the system of surcharge 
was abolished and the surcharge was integrated into the basic 
rate, which was thus increased to 5 annas in the rupee. This 
rate has prevailed down to this date, with this difference that in 
respect of small companies, ie., companies whose incomes are 
below Rs. 25,000, the rate is reduced to 2 as. 6 p$. per rupee. 

Company Super-tax :—Super-tax began to be levied by the 
Supertax Act of 1920. Regarding Companies, there was an initial 
exemption of die first Rs. 50,000. Above that income, a flat rate 
of f anna in the rupee was imposed. This continued dll 1933. 
In that year a surcharge of 25 per cent was added and this was 
kept on till 1934. In 1935 the surcharge was reduced to 16$ per 
cent and from 1936 up to 1938 the surcharge was still further 
reduced to 8| per cent. On the re-casting of the Act in 1939, the 
initial exemption of Rs. 50,000 was totally abolished and the 
super-tax rate was fixed at 1 anna per rupee on every rupee of 
income from the first rupee of profits. In 1940, a surcharge was 
added at 8} per cent, which was increased to 33$ per cent in 

1941. In 1942 instead of further increasing the surdiutge hj Sty 
per cent, the basic rate was itself increased to the equivalent 
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figure, viz*, Re. 04-6 in the rupee. In 1943, the baric rate was 
further increased to Rs. 0-2-0, In 1944 the basic rate was still 
further increased to Rs. 0-3-0 in die rupee (with a rebate of 
Rs. 0-1-0 on the total income left in the Company, after declara¬ 
tion of dividends in British India). This system continued till 1945. 
In 1946, a basic rate of Rs. 0-1-0 per rupee was introduced plus a 
"Dividend Tax” at steepening rates varying from Ri 0-2-0 to 
Rs. 0-7-0 in the rupee, according to the percentage of profits 
declared as dividends in excess of 30 per cent of profits. In 1947 
the basic rate was increased to Rs. 0-2-0 per rupee alongside of a 
"Dividend Tax” as in the previous year, but at an increased rate 
varying from Rs. 0-3-0 to Rs. 0-7-0 (instead of Rs. 0-2-0 to Rs, 0-74) 
as in the previous year). In 1948, the basic rate was fixed at 
Rs. 0-3-0 per rupee, with a rebate of Rs. 0-1-0 per rupee in respect 
of companies which have made arrangements for declaration and 
payment of dividends in India and for deduction of super-tax 
thereon. 

Regarding indi\idual rates and firstly in regard to Income-tax: 

Individual Income-tax :—Under the Act of 1918, the initial 
exemption was fixed at Rs. 1,999 and (omitting from consideration 
intermediate steps and rates) the maximum rate leviable was fixed 
at Rs. 0-1-0 per rupee on incomes in excess of Rs. 25,000, Under 
the Act of 1922, the initial exemption was kept at the same limit, 
but the maximum rate was increased to Rs. 0-1-6 per rupee on 
iricomes of Rs. 40,000 and up, and this continued till 1930, when 
the rate was increased to 19 pies per rupee from 18 pies. In 1933, 
the rates were again re-adjusted so as to further increase the levy 
to 25 pies in the rupee on incomes between Rs. 40,000 and 
Rs. 1,00,000 and so as to impose a maximum rate of 26 pies per 
rupee on incomes in excess of Rs. 1,00,000. This continued till the 
date of passing of the amendments of 1939, when the slab system 
was introduced, by which all incomes in excess of Rs, 15,000 
(omitting from consideration the intermediate slabs and inter¬ 
mediate rates) were charged at the maximum rate of 30 pies in the 
nipee. This basic rate was observed till 1946; but meanwhile, 
increasing surcharges were imposed year after year. In 1940, the 
surcharge was fixed at 8| per cent; in 1941—33| per cent; 1942— 
50 per cent; I943-—6§ per cent; 1944—80 per cent; 1945—90 per 
cent. In 1946, the basic rate itself was doubled to Rs. 0-5-0 in the 
rupee. 
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Individual Super-tax s—Under the Super^x Act of 1920, the 
initfotl exemption was fixed at Rs* 50,000. On incomes above 
Rs* 50,000 and below Rs. 1,00,000, the rate was fixed at Rs. 0-1-0 
per rupee. Between Rs. 1 lakh and Rs. \\ lakhs the rate was 
Rs. 0-1-6; between Rs. li lakhs and Rs. 2 lakhs, Rs. 0-2-0; between 
Rs, 2 lakhs and Rs, 2\ lakhs Rs. 0-2-6 and on Rs. 2£ lakhs and, 
above, the rate was fixed at Rs. 0-3-0. The said rates continued 
till 1930, with this difference that from 1922 onwards, the maximum 
rate was increased as follows. On incomes between: — 


Rs. A. P. 

Rs* 2£ lakhs to Rs. 3 lakhs the rate was fixed at ... 0 3 0 
„ 3 lakhs „ „ 3£ lakhs ... ... ... 0 3 6 

„ 3£ lakhs „ „ 4 lakhs ... ... ...0 4 0 

„ 4 lakhs „ „ 41 lakhs ... ... ... 0 4 6 

„ 4 $ lakhs „ „ 5 lakhs ... ... ...050 

„ S lakhs „ „ 5£ lakhs ... ... ... 0 5 6 

„ 5£ lakhs and upwards ... ... ...0 6 0 


In the year 1930, all these rates were increased by 1 pie in the 
rupee. In the year 1931, the rates were increased all round by 
3 pies, while simultaneously the initial exemption was reduced to 


30,000 so that the rates in that year 

were 

as follows: - 

Rs. 

A. 

p. 

Rs. 30,000 to Rs. 

i lakh 

* f 4 

... 0 

0 

9 

„ £ lakh „ 

»» 

1 lakh 

. * * 

... 0 

1 

3 

,, 1 lakh », 

tt 

l£ lakhs ... 

« . * 

... 0 

1 

9 

„ 1£ lakhs „ 

t» 

2 lakhs . . 


... 0 

2 

3 

„ 2 lakhs „ 

»> 

2£ lakhs 


... 0 

2 

9 

,, 2£ lakhs „ 


3 lakhs 


... 0 

3 

3 

„ 3 lakhs „ 

tt 

3£ lakhs . . 


... 0 

3 

9 

„ 34 lakhs „ 

H 

4 lakhs . . 


... 0 

4 

3 

„ 4 V lakhs „ 

tt 

4-4 lakhs ... 


... 0 

4 

9 

i, 4£ lakhs ,, 

*t 

5 lakhs ... 


... 0 

5 

3 

„ 5 lakhs ,, 

tt 

54 lakhs 


... 0 

5 

9 

„ 5£ lakhs and above 


... 0 

6 

3 


This basic rate continued till 1939 with a surcharge added on, 
varying from 25 per cent to Sj per cent. On the introduction of 
the amended Act of 1939, the initial exemption was still further 
reduced to Rs. 25,000 and steepening rates of super-tax were intro¬ 
duced as follows: — 


On the first 

Rs. 

25,000 of income 

Next 


10,000 

M 

,** 

»> 

20,000 

tt 

*» 

M 

70,000 

tt 


M 

75,000 

ft 

»t 

tt 

1,50,000 

» 


*5 

1,50,000 

»> 



Balance of income 


Nil 

l anna in the Re* 
annas „ 
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The above arrangement of the slabs with the basic rate of 
super-tax was observed till 3946, though surcharges began to be 
levied meanwhile* The surcharge was fixed at 33| per cent in 1941, 
but from 1942 onwards up to 1945 inclusive, the surcharge was 
increased varying from 50 per cent to 100 per cent on the different 
slabs of income. In the year 1946, distinction was introduced 
between earned income and unearned income rates, and the slabs 
and the rates were also re-arranged so as to increase the incidence 
to a maximum rate of Rs. 0-10-6 in the rupee on incomes above 
Rs, 4,85,000. In 1947, the bands of income were narrowed and the 
rates steepened so that the maximum of Rs. 0-10-6 in the rupee 
became payable on incomes in excess of Rs. 1,50,000, In 1948, the 
bands were slightly widened, while retaining the steepening rates, 
so that the maximum super-tax of Rs. 0-10-6 in the rupee became 
payable on incomes exceeding Rs. 3,50,000. 

Regarding earned income, combining income-tax and super¬ 
tax, the total tax payable amounts to: — 


Rs. 0-11-6 in the rupee 

on incomes between 

Rs. 85,000 and Rs. 1 lakh 

„ 0-12-0 

do. 

do. 

do. 

„ 1 lakh and JJ lakhs 

h 0-14-6 

do. 

do. 

do. 

„ 14 lakhs to Rs. 24 lakhs 

„ 0-15-0 

do 

do. 

do. 

„ 2| lakhs to Rs. 34 lakhs and 

„ 0-15-6 

do. 

do. 

do. 

„ in excess of Rs. 34 lakhs. 

In 3 

espect of unearned 

income, 

the tax is as follows: — 

Rs. 0-13-0 in the rupee on incomes between 

Rs. 85,000 and Rs. 1 lakh 

„ 0-14 0 

do. 

do. 

do. 

„ 1 lakh to Rs. 14 lakhs 

0-14-6 

do. 

do. 

do. 

„ 14 lakhs to Rs. 24 lakhs 

n 0-15-0 

do. 

do. 

do. 

„ 24 lakhs to Rs. 3| lakhs and 

„ 0-15-6 

on incomes 

in excess of 

„ 3| lakhs. 


In order to give some relief to income-tax payers in the lowest 
and medium income groups, a class which had been severely hit 
by the rise in prices and to whom a certain degree of relief was 
amply justified, the Finance Act of 1949-50 reduced the tax on 
incomes up to Rs. 10,000 by a quarter of an anna. The super-tax 
on earned incomes in excess of Rs. lakhs and the maximum rate 
of super-tax on unearned incomes were reduced* This was to meet 
the criticism that the existing level of taxation left little incentive 
for saving and investment, and it was illogical not to differentiate 
between earned and unearned incomes beyond Rs. lakhs* The 
rate of tax on earned incomes above Rs. If lakhs was reduced by 
annas in each slab, leaving the maximum tax, taking income 
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and super-tax together at 14 annas, * The maximum rate of tax ©it 
unearned incomes was reduced by half an artna to JO annas* 

Concession was given in the current year's Budget to xfualll, 
companies with an income of R$, 25,000 and below by reducing the 
income-tax to half the usual rates. That had created administra¬ 
tive difficulties, and die rebate of half the tax was therefore given 
in corporation tax instead of in income-tax* The concession was 
limited to public-controlled small companies which are not branches 
or subsidiaries of bigger companies. Regarding the taxation of 
incomes of privately-controlled companies which do not declare 
their dividends in India, the companies had been taxed as indivi¬ 
duals, but the arrangement had not been satisfactory. The 
principle of applying an average rate was therefore adopted. They 
were treated as companies for tax purposes and charged a further 
super-tax of one anna. 

It was also provided in the Finance Act of 1949-50 that for 
ail new plant and machinery installed in the five years commencing 
from April 1, 1948, depreciation allowance at double the ordinary 
rates would be allowed. If by April 1, 1953, there was a drop in 
prices, the difference between the writ ten down value of the assets 
and the corresponding value at reduced rates would be allowed as 
additional depreciation. For existing plant and machinery extra 
depreciation would be allowed if triple shifts were worked. 

The following table illustrates the total of tax yield and 
income-tax: — 


(In crores of rupees) 


Year 

Total Tax 
Revenue 

(i) 

Total Taxes 
on Income 
(2) 

Percentage of 
(2) to ft) 

1938-9 



73*84 

17*28 

23 

1939-40 



81*85 

19-37 

24 

1940-1 



79*66 

25*93 

33 

1941*2 



103-26 

44*06 

43 

1942-3 



134-47 

85*76 

64 

1943-4 



193-22 

129*14 

66*8 

1944-5 



280-86 

191*24 

68*1 

1945-6 



311-36 

178*03 

57*2 

1946-7 



300-58 

157*00 

52*2 

1947-8 



302-31 

164*75 

54*5 

1948-49 



326-58 

158*00 

48*4 

1949-50 


... 

321-38 

155*00 

48-3 
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Profits Tax An Excess Profits Tax was introduced 
in March, 1940 providing for a levy of 50 per cent on all abnormal 
^war profits, above a taxable minimum of Rs. 30,000 earned since 
1st September, 1939, on the basis of a standard year which might 
be, at the assessee’s option, any financial year between 1935-6 and 
1939-40. The Finance Act of 1941-42 raised the Excess Profits Tax 
from 50 to 66f per cent, one-tenth to be repaid to the assessee. 
In 1943 by Ordinance XVI it was prescribed that one-fifth of the 
Excess Profits Tax was to be deposited with the Government. In 
1944 this was increased to 19/64 of the tax. The effect of this was 
to immobilize as deposits the whole of the excess profits remaining 
after E.P.T. had been paid on them and income-tax and super-tax 
had been paid on the balance. These advance payments and com¬ 
pulsory deposits were designed as anti-inflationary measures. In 
1946-7 several concessions were granted to industry and persons 
of moderate means. The Excess Profits Tax was abolished with 
effect from 1st April, 1946. 

Bumness Profits Tax :—This tax on business profits was 
imposed by the Budget of 1947 in spite of severe criticism at the 
rate of 16| per cent on total profits made exceeding a sum of 
Rs. 1 lakh. In order to mitigate the severity of this tax, it was 
revised by the 1948 Budget, which reduced the rate from 16| per 
cent to 10 per cent on total profits made exceeding a sum of Rs. 2 
lakhs or 6 per cent of capital employed, whichever is higher. 

It is rightly alleged that this impost has re-acted severely 
upon Indian industries, whose production has been showing a 
downward trend. Indian industries are already taxed at a very 
high rate, as compared to other industrialised countries and it is 
seen in practice that the tax burdens on industries have been 
acting as deterrents. India faced as ir is now with an economic 
crisis of the first magnitude, increase in production ranks amongst 
the major remedies. In order to achieve this objective it is 
essential that private enterprise is encouraged and business is 
relieved substantially of existing burdens. The Government may 
very well realise their dues from business through income-tax, 
without resorting to this type of obnoxious taxation. Excess 
Profits Tax had its justification during a war period, when extra 
profit® accrued to business without requiring corresponding effort® 
on behalf of industries, but there is no reason to see how a business 
profits tax can be supported during a period of normalcy. 
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Capital Gains Tax s— The Budget of 1947 imposed taxes on 4 
capital gains at the Allowing rates. This was applicable to indi¬ 
vidual Hindu Undivided Families and Unregistered Firms. Capital 
gains were exempted up to 31-4-46, but* if the same accrued or;* 
arose in financial year 1946-47 and 1947-48, or Calendar year 1946 
or Samvar ycaf 2002 and 2003, the said gains were taxed at the 
following rates: 

(a) */l /- in a rupee on total gains up to Rs. 50,000, 

(b) -/2/- in a rupee on total gains up to Rs. 200,000. 

(c) -/3/- in a rupee on total gains up to Rs, 500,000. 

(d) -/4/« in a rupee on total gains up to Rs. 1,000,000. 

The tax was expected to produce a large revenue, but it had 
synchronized with a period of falling values and the yield from 
it had been small. Its effect on investment had been markedly 
adverse and ir had hampered the free movement of stocks and 
shares, without which it was hardly possible to maintain a high 
level of industrial development. It was therefore abolished by 
the Finance Act of 1949-50. 

Salt Duty The salt revenue was inherited by the British 
Government from its predecessors along with a large number of 
transit dues, which were abolished in 1843, but the salt duty was 
consolidated and increased. The rate of the duty differed from 
province to province before 1882, when it was made uniform at 
Rs. 2 per maund and was increased to Rs. 2-8 in 1888. It was 
again reduced to Rs. 2-4 in 1903. It was further decreased to 
Re. 1-8 in 1905 and Re. 1 in 1907, The financial stringency 
caused by the war of 1914-18 led to an increase in the duty to 
Re. 1-4 in 1916. In the budget of 1923, the Government's pro¬ 
posal to raise the duty to Rs. 2-8 was rejected by the Assembly 
but was certified by the Governor-General. In 1924, however, 
the Assembly exercised the option given to it by the Government 
in favour of reducing the salt tax to Re. 1-4 per maund as an 
alternative to reductions in the Provincial Contributions. The 
duty tvas increased to Re. 1-9 from 30th September, 1931 by rhe 
Supplementary Finance Act of 1931, which imposed a surcharge 
of 25 per cent on the existing rate. An unsuccessful attempt 
was made to reduce the basic salt duty of Re. 1-4 to 12 annas by 
the Congress party in the Assembly in the Budget Session of 1935. 
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The same party again tried to abolish the salt duty during the 
Budget Session of 1936. Then this duty was ultimately ended 
by the Budget of 1947. 

The salt tax was a bone of contention from its inception 
and most of the criticisms against this tax was inspired by 
political and sentimental considerations rather than by economic 
reasoning. As a tax it was easily a sound tax, because it yielded 
a large revenue, imposing the least burden on the people. It i» 
estimated that it yielded a revenue of 8 34 crores to Rs. 10*91 
crores per annum between 1941 and 1947 and assuming the 
average consumption of salt per head at half a seer per month, 
the tax worked out at 9 pies per head per month. It was a tax, 
which everybody paid and thereby felt the obligation of an 
individual to the state. The critics of the salt tax argued that it 
was a regresshe tax, because as the consumption of salt formed 
a larger percentage of expenditure to the total budget of a poor 
man as compared with a rich person, the poor people paid pro¬ 
portionately more. The masses of India are too poor to afford 
to pay any taxation at all. 

The abolition of this old tax, to which the people became 
automatically habituated, brought subsequently financial difficul¬ 
ties for the Government, which was obliged to tap other sources 
of re\enuc to recoup the loss of income. The Government had 
to impose the cotton excise duty and other indirect taxes, which 
have been severely criticised. 

It may be observed that in an Ordinance published on !6th* 
January, 1948, the Pakistan Government announced a reimposi¬ 
tion of the duty in Pakistan and rightly defended this tax on the 
ground that all citizens ought to be made to contribute to the 
revenues of the State. The salt tax yielded a substantial revenue 
at a small cost of collection and its burden on the individual 
consumer was negligible. 

Opium :—Opium was until recently a considerable source of 
revenue and the occasional windfalls under this head were 
remarkable. The method of production and sale under Govern* 
ment monopoly was adopted in preference to heavy export dudes, 
being satisfactory from the point of view of revenue and 
obviating the possibility of smuggling. The revenue from opium 
until the end of 1935 was derived from three main sources. 
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namely, the monopoly profits of the sale of opium manufactured 
in Government factories and intended for export to Jbreign 
countries, income from the export duty levied on the purchase of 
opium sent out frdm the Ipdian States of Rajputana and Central 
India and profits of monopoly in the, form of licence fees Or 
vendor's fees derived from the internal consumption of opium 
in British India, Pressed by Whitehall, the Government of India 
entered into an agreement with China in 1907 by which sales on 
Government account for export to China were stopped from 1914, 
The revenue from opium is now substantially less than before 
and yielded less than half a crore of rupees in 1941 compared 
with an annual average of about Rs. 8 crores during the three 
years preceding 1913. It was announced by Lord Reading in 
February, 1926 that the Government desired to ban all exports 
of opium in future except for strictly medicinal purposes according 
to the instructions, issued by the League of Nations, The Gov¬ 
ernment of India further agreed to stop all exports of opium 
before 1935. The revenue from exports of opium ceased after 
the end of 1935. The present receipts from opium are confined 
to opium sold for consumption in India which is strictly regulated, 
although the internal consumption is regarded high according to 
the standard laid down by the League of Nations. Instead of 
being a source of income, opium has become a burden on general 
revenues since 1943. 

An Analysis of Central Finances s—The outstanding fea¬ 
ture of recent Central Budgets has been a larger emphasis upon 
indirect taxation as a means of raising revenues. It is now 
realised that the limit of direct taxation has been rather over¬ 
stepped and in consequence the industrial development of the 
country has been impeded by lack of capital formation. It has 
been estimated that direct taxation contributes over 51 per cent 
of total re\enues and indirect taxes the balance. It is interesting 
to observe that in 1937-38 out of a total revenue of Rs. 75*8 crores 
direct taxation accounted for only 21 per cent, while the bulk of 
the revenue came from indirect taxation. This proportion 
naturally varied during the war years when there was a steep rise 
in direct taxation due to the large increase in income-tax and 
the levy of the Excess Profit Tax. It would be interesting to' 
compare our position in this respect with rhe United Kingdom. 
In a highly industrialised country like the United Kingdom, the 
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scope for raising large revenues from direct taxation is greater. 
The United Kingdom budget for 1947-48 discloses that in that 
country the percentage of direct taxes to the total tax revenue is 
only 52, This compares very favourably with our tax structure 
in which, with a comparatively poor industrial economy, we collect 
about 51 per cent of our taxes from direct taxes. Another 
interesting feature of our economy is that as compared with 
1937-38, the direct taxes would have increased eight and half 
times in 1948-49, while the indirect taxes would have increased 
only by a little over twice. Considering the relatively undeve¬ 
loped state of our country it cannot be said that the burden of 
direct taxation in this country is unduly light or that there has 
been any shifting of the burden on the shoulders of the ordinary 
man. In view of the prevailing precarious conditions of Indian 
economy, no one can dispute the greater effectiveness of indirect 
taxation in India and India’s fiscal policy should increasingly move 
in this direction. 

Even the scope for a larger revenue from indirect taxation 
is rather limited in the present context, because the level of such 
taxation is also pretty high. Customs revenues are likely to Con¬ 
tract, because the adverse balance of payments is a pointer 
towards reduced imports in order to attain financial equilibrium. 
Export duties are being gradually abolished or reduced in order 
to step up our export trade. 

It therefore becomes clearly apparent that in order to secure 
a budgetary equilibrium, India’s public expenditure should be 
drastically reduced. The food deficit will however continue to 
be the Government’s headache and no substantial reduction of 
expenditure on this account is foreseeable in the near future. In 
matters of Defeme expenditure, there is limited scope for 
economy, because India must be well fortified from the military 
point of view. Although expenses have mounted up following 
the implementation o£ the recommendations of the Pay Com¬ 
mission, it is admitted almost unanimously that there is a large 
scope of economy in Government Departments, which are not 
only top-heavy, but some of them are definitely redundant. 

By recommending a token cut of about Rs. 6 crores only or 
.about 3 06 per cent of total expenditure, the Economy Committee 
has naturally caused disappointment in all circles. It is realised 
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that there is likely to be a fall in revenue and in order to counter , 
this a more rigorous measure of cut in expenditure is urgently 
called for. important recommendations of the Committee 
suggest anirmg others: , 

(1) that no new mission should be established in any foreign 
country for the next three years except under exceptional 
cireum stances; 

(2) that the posts of Cultural Relations Officer, Cultural and 
Labour Attaches should be abolished ; 

(3) that no new industry should be started as a State enter¬ 
prise until it was proved by experience that industrial enterprises 
proposed to be started by the Government at an estimated cost 
of Rs. 145 crores are successful; and 

(4) that Government Should concentrate on the completion 
of the 11 national research institutes planned by the Council of 
Scientific and Industrial Research and should not embark on 
construction of new institutes. 

The committee has suggested establishment of a Planning 
Commission to co-ordinate planning with three high-powered 
persons and of an “organization and method division" with five 
or six officers, of whom one should be top-grade, to enforce the 
rules of procedure and improve the working of the secretariat. 

The main recommendations of the Committee are as 
follows: — 

(1) An alUndia development programme should be prepared 
embracing the schemes sponsored by the Central Government as 
well as the Provincial Governments or the Chief Commissioners^ 
Provinces. In preparing those plans, priority must be given to 
the execution of irrigation projects and to the development of 
roads. 

(2) An over-all practical programme to improve labour 
conditions should be evolved taking into account the needs of 
labour. The policy of the Government with regard to industrial 
housing should be reconsidered. 

(3) The activities of the various Ministries and offices with 
regard to development should be regulated by such overall policy^ 

(4) While the 'Grow More Food’ campaign should continue, 
the Centre should confine its subsidies under the scheme only to 
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projects which will result in increased yield of foodgrains, food- 
crops and, in maritime provinces, of fish. 

(5) The Central Tractor Organization should look after the 
initial reclamation of land by heavy tractors. .The Central 
Government should not undertake cultivation of land by* light 
tractors. 

(6) The Lake Medical College at Calcutta should, after the 
present commitment to the war services licentiates is over, be 
handed over to the Government of West Bengal, if they are 
willing to take it over, otherwise it should be abolished. 

(7) Grants for the patronage of subjects other than scientific 
studies, should be subject to an over-all limit of Rs. 6 lakhs per 
annum for the next five years and the grant of scholarships in 
India to foreigners should be restricted to an over-all limit of 
Rs. 1-5 lakhs per year. The overseas scholarships scheme should 
be restricted to provide facilities for acquiring technical and 
scientific knowledge not available in India. 

(8) After the present firm commitments of imports of rice 
from abroad have been fulfilled and so long as the present dis¬ 
parity in prices persists, import should be restricted to 200,000 
tons only. 

(9) Installation of new transmitters in provinces should be 
postponed till the provincial authorities install an adequate 
number of community radio sets in the rural areas. 

(W) The Housing Department under the Health Ministry 
is not necessary and should be abolished. Any planning and 
advisory work relating to housing schemes of'the Ministry of 
Relief and Rehabilitation and the Ministry of Labour should be 

made the responsibility of the Ministry of Works, Mines and 
Power. 

(11) Advances made by the Government to evacuees from 
Burma and Malaya should be realized. 

PROVINCIAL HEADS OF REVENUE 

Excke {—Excise revenue is derived from the manufacture 
and sale of intoxicating liquors, hemp, drugs, opium etc. It is 
collected m forms of duties on manufacture and fees for sale 
licences. The major portion of the revenue is derived from country 
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liquors. The excise revenue was estimated at Rs. 1,78,61*570 in 
1861-62 and expenditure Rs. 13,53,470 and rose to Rs. 20,41,23,285 
and Rs, 2,19,18,391 respectively in 1929-30, The excise revenue 
yielded Rs. 15*37 crores in 1936-37, 

Stamp* t—Stamp revenue is derived from judicial and com¬ 
mercial stamps, the former representing fees on plaints and other 
documents in Civil and Criminal Courts and latter duties on 
commercial transactions recorded in writing, e„g. conveyances 
regarding the transfer of property, linds, bills of exchange etc. 
The revenue from stamps in 1939-40 aggregated Rs. 10*14 crores. 

Forests :—The revenue under this head is mainly derived 
from the sale of timber and other produce, grazing fees and 
licence fees for permission to cut wood and other produce. This 
is likely to be a fruitful source of revenue if the forests are 
properly utilised. The Provincial Governments were making a 
large net profit of about Rs. crores per year until the thirties 
of the present century when the net revenue dropped to Rs. 74‘90 
lakhs in 1933-4. The gross revenue from forests amounted to 
Rs. 3 01 crores in 1939-40. 

Registration:—The revenue from registration is mainly 
derived from registration fees according to the value of the 
documents registered* The total revenue from this source 
aggregated Rs. 1*18 crores in 1939-40. 

Scheduled Taxes :—Betting and amusement taxes have 
been imposed in several provinces, e.g*. West and Blast Bengal, 
Bombay, Madras, United Provinces and Assam* Their yield is 
gradually increasing. 

New taxes under Provincial Autonomy :—The Govern¬ 
ment of India Act of 1935 empowered the provinces to impose 
certain taxes. Notable among new taxes levied by Provincial 
Governments were the sales tax, employment tax and immov¬ 
able property tax* 

The Government of Central Provinces passed an Act in 
1938, imposing a tax on the retail sale of motor spirit and 
lubricants* Similar selective sales taxes have been imposed by 
other provinces e.g* United Provinces, Bihar, Assam, Bombay, 
etc. At present all provinces in both India and Pakistan have 
imposed sales tax on various commodities and this fprm of 
revenue has proved to be extremely remunerative* 
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The Government of United Provinces passed the Employment 
Tax Act of 1939, levying a tax on professional men and limiting: 
the rate to Rs. 50 a year. In 1939-40 the Government of Bengal 
imposed an employment tax at the rate of Rs, 30 per annum on 
all trades, professions, callings and employment, the tax being 
payable by those who were assessable to income-tax, but the tax 
was subsequently withdrawn. 

The Congress Ministry of Bombay decided in 1939 to levy 
a 10 per cent tax on rateable value on immovable urban property 
in the cities of Bombay and Ahmedabad in order to com¬ 
pensate the loss of excise revenue following die introduction of 
prohibition. 

Public Expenditure in India:—Public expenditure in 
India may be broadly classified into Defence, Law' and Order, 
National Development and Miscellaneous. 

The Central budget for 1949-50 provided for an estimated 
expenditure of Rs. 322*53 crores, of which Defence Services 
accounted for Rs. 157*37 crores and Civil Expenditure Rs. 165 15 
crores. The Defence budget showed a rise of Rs. 1*94 crores as 
compared with the previous year mainly due to operations in 
Kashmir. 

Civil estimates included Rs. 9*85 crores for the relief and 
rehabilitation of refugees. A provision of Rs. 23*27 crores was 
made in die capital budget, Rs. 21*34 crores for loans for 
rehabilitation and Rs. 1*93 crores for buildings. The expenditure 
on food subsidies was estimated at Rs. 32*97 crores. Estimates 
also included Rs. 10 crores for meedng pre-partition claims and 
Rs. 12*83 crores for development schemes, Rs, 10*06 crores were 
provided for tax collection, Rs. 41*97 crores for obligatory 
expenses on payment of interest and pensions and provision for 
debt redemption, Rs. 2*04 crores for planning and resettlement, 
Rs. 2*23 crores for expenditure on Currency and Mint, Rs. 2*95 
crores for grants-in-aid to Provincial Governments and Rs. 24*20 
crotes for expenditure in the nation building spheres. The 
balance of Rs. 28*89 crores represented the provision for adminis¬ 
tration, civil works, etc., and represented only 17*5 per cent of 
the total civil expenditure. Provision was also made for the 
grant of Rs. 26*81 crores to Provincial Governments for develop¬ 
ment and Rs. 49*25 crores for loans. 
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The following table illustrates the Indian Budget position 
for 1949-50:— 

f 

Budgets Estimates for 1949-50 

(In lakhs of Rupees) ’ 



Receipts. 

Percentage to Total. 

Customs 

107,25 

349 

Central Excises 

57,75 

18*8 

Corporation Tax . . 

41,81 

13*6 

Income Tax 

113,19 

36*8 


(Total Revenues estimated at Rs. 307,74) 

Expenditures, Percentage to Total. 
Defence Services . 157,37 48*8 

Civil Expenditure ... 165,16 51'2 

(Total Expenditures estimated at Rs. 322,53) 

The deficit was covered by additional taxation. 

Financial Relations between Centre and Province# op to 
1919 :—All financial powers devolved in the hands of the 
Government of India from 1833 to 1871. Revenues were paid to 
the account of the Government of India and Provincial Govern¬ 
ments received fixed contributions in order to defray their 
expenses. This made the Central finance uncertain and led to 
extravagance, rigidity and friction in Provincial finance. In order 
to encourage provinces to develop revenues and economise in 
expenditures, Lord Mayo evolved a scheme of financial decentra¬ 
lisation. The system of ‘Provincial Settlements' was in conse¬ 
quence introduced in 1871, under which certain heads of local 
expenditure were handed over to the Provinces, e.g. Police, 
Education, Roads and Civil Works, Registration, Medicine and 
Jails. The provinces were asked to manage these department# 
with departmental receipts in addition to lump sum grants from 
the Centre and were entitled to impose local taxation, if necessary. 
It failed to endow the provinces with adequate revenues. The 
>ystem did not encourage any economy in the provinces, which 
vere empowered to supplement their incomes by additional 
axation. A further step in decentralization was taken by Lord 
uytton in 1877* The remaining heads of expenditure eg. Land 
35 
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Revenue, Excise, Samps, General Administration, Law and 
Justice, ware transferred to the provinces. In addition to the 
departmental receipts and the old lump sum grants, certain heads of 
revenue e.g. Excise, Stamps, Law and Justice, were handed over to 
the Provincial Governments. The heads of revenue Were therefore 
divided into Central and Provincial. Fixed lump sum grants were 
still necessary from year to year and the provinces showed no 
interest in the collection of revenue in which they were not given 
a share. Assam and Burma, being backward provinces, were 
not admitted to this scheme. Burma was given a share of the 
land revenue and also of the income from forests and the export 
duty on rice and salt, in addition to enumerated provincial 
revenues under a financial settlement made in 1879. The same 

A 

principle of shared or divided revenues was applied to the province 
of Assam, which received a share of the land revenue. This 
division of revenues into wholly Imperial and Provincial and 
jointly Imperial and Provincial was later extended to other pro¬ 
vinces by Lord Rtpon in 1882. Lord Ripon introduced certain 
improvements in the provincial settlements in 1882, which were 
made liable to revision every five years. He abolished the fixed 
lump sum grants and revised the allocation of the revenues in the 
following way.— 

(«) Imperial Heads:—Opium, Salt, Customs, Commercial 
Undertakings etc. 

(b) Provincial Heads:—Civil Departments, Provincial Works 
and Provincial Rates. 

(c) Divided Heads:—Excise, Assessed Taxes, Stamps, Forest, 
Registration, etc. 

Instead of awarding fixed grants to the provinces to make up 
their deficit, a certain percentage of land revenue was handed over 
to them, together with fixed cash assignments under the same 
head. Settlements on these principles were made in 1887, 1892, 
*®d 1897. Lord Curzon made the settlements quasi-permanent in 
1904, subject to revision only if there was a substantive change in 
the original conditions or in the event of emergencies like war and 
famine in order to stabilise the finances. 

The settlements were declared to be permanent in 1912 by 
Lord Hardinge’s Government, and the allocation was made in die 
fahowing" way. The Central Government retained for its use all 
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the revenues could not be allocated or traced to any province, 
these being called the Imperial Heads of Revenue, e.g., Opium, 
Railways, Customs, Salt, Mint and Exchange, Posts and Telegraphs, 
Military receipts and tributes from Indian States. Purely provincial 
heads included Forest, Excise (in Bombay and Bengal), Registration, 
and the departmental receipts from such provincial departments as 
Education, Law and Justice. There was an important class of 
divided heads of revenue, e.g.. Land Revenue, Income-tax, Excise 
(accept in Bombay and Bengal), Irrigation and Stamps.* Receipts 
under these heads were divided between Imperial and Provincial 
Governments in stated proportions, generally equal, but determined 
separately for each province. There were similar arrangements 
on the expenditure side and the expenses of famines were shared. 
This kind of financial system was characterised by several defects* 
The divided heads of revenue were a source of constant interference 
on the part of the Central Government and impeded provincial 
development. The occasional ‘doles’ given by the Central Govern¬ 
ment to the Provinces rendered provincial finances uncertain and 
created serious inter-provincial financial inequalities. The Pro¬ 
vincial Governments had no independent powers of taxation and 
borrowing. The Central Government exercised a detailed control 
over provincial budgets. 

Financial Relations between Centre and Provinces Under 
the Reforms of 1919 :—The political reforms of 1919 implied 
provincial financial autonomy, which made the abolition of the 
system of divided heads of revenue as a primary pre-requisite. 
The following new allocation of revenues and expenditures was 
in consequence made. Imperial Heads of Revenue: Opium, Sait, 
Customs, Income-tax, Railways, Posts and Telegraphs, Military 
receipts. Provincial Heads of revenue: Land Revenue (including 
Irrigation), Stamp (judicial and commercial), Registration, Excise 
and Forests. It was also settled to give to the Provinces a small 
share of the income-tax revenue, equal to three pies in the tax 
collection on every additional rupee of the income assessed over 
and above the amount of income assessed in 1920-1, following the 
agitation mainly carried on by Bombay and Bengal against the 
total loss of income-tax. The abolition of divided heads of 
evenuc and the provinrialization of some heads like Land 
Revenue and Stamps resulted in a Central deficit of Rs. 9,83 lakhs, 
vhich had to be met by a scheme of provincial contributions to 
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the Central Exchequer. A Committee was therefore appointed in 
1920 under the chairmanship of Lord Meston to con$ider this 
and other allied questions and its recommendations are popularly 
known a$ the Meston Award. The Committee recommended the 
distribution of this Central deficit by way of initial contributions 
in 1921-2, which were more or less arbitrarily fixed on the basis 
of the increased spending power of the provinces and were 
intended to be eventually supplanted by standard contributions 
based on the capacity of each province to pay. These recom¬ 
mendations with certain modifications as suggested by the Joint 
Parliamentary Committee were embodied in the Devolution 
Rules, issued under the Government of India Act, 1919. 

The Meston Award was a bone of contention and severely 
criticised by provinces. Bengal and Bombay were seriously 
aggrieved by the loss of income-tax, while other provinces like 
Madras, United Provinces and Punjab considered the rate of con¬ 
tributions too high and burdensome. Provinces were faced with 
chronic deficits and agitated for the abolition of the system of 
contributions. The sohcncy of Central finances permitted reliefs 
in provincial contributions in 1926-28. The amount of outstand¬ 
ing contributions was remitted in 1927-28 and the system was 
finally abolished in 1928-29. 

Although the system of provincial contributions was ended, 
the majority of the provinces remained unsatisfied. The 1919 
Reforms allocated the sources of revenues between the Centre 
and provinces in a haphazard manner. It gave rise to pro¬ 
vincial inequalities. Industrial provinces like Bengal and Bombay 
lost the most fruitful source of income-tax, while agricultural 
provinces benefited substantially from the land revenue. The 
provincial contributions were designed to cushion these inequali¬ 
ties, but their abolition further accentuated these maladjustments. 
It was also pointed out that the Centre w r as allocated income-tax 
and customs which were expansive sources of revenue, while pro¬ 
vinces were given inelastic revenue resources and this placed 
provinces in great financial difficulties. Provinces were given the 
responsibility of nation-building departments and of looking after 
famine reliefs and these required larger finances. The Simon 
Commission rightly remarked in 3930 that provinces were con¬ 
fronted with stagnant revenues, while future requirements were 
unlimited Provincial autonomy in order to be real and effective 
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implied more spending capabilities and the Meston Settlement 
failed to arm provinces with requisite financial resources. 

Financial Relations between Centre and Provinces under 
the Co ns titution of 1935 :—The Government of India Act 
provided that while taxes and duties might be levied and collected 
by one authority, the proceeds might be allocated wholly or in 
part to others. The Federalist consisted of customs, excise duties 
on tobacco and other goods manufactured or produced in India, 
excepting alcoholic liquors for human consumption, opium, 
Indian hemp and other narcotic drugs and narcotics, non-narcotic 
drugs, medicinal and toilet preparations containing alcohol. 
Corporation tax, salt, taxes on income other than agricultural 
income, taxes on the capital value of the assets, exclusive Of 
agricultural land, of individuals and companies, taxes on the 
capital of companies, duties regarding succession to property 
other than agricultural land, stamp duties regarding bills of 
exchange, cheques, promissory notes, bills of lading, letters of 
credit, policies of insurance, proxies and receipts, terminal taxes 
on goods and passengers carried by railway or air and taxes cm 
railway fares and freights. The Provincial list composed of land 
revenue, including the assessment and collection of revenue, 
excise duties on the enumerated goods manufactured or produced 
in the province and countervailing duties at the same or lower 
rates on similar goods produced elsewhere in India, e.g., alcoholic 
liquors for human consumption, opium, Indian hemp and other 
narcotic drugs and narcotics, non-narcotic drugs, medicinal and 
toilet preparations containing alcohol, taxes on agricultural income, 
taxes on lands and buildings, hearths windows, duties regarding 
sutcesvsion to agricultural land, taxes on mineral rights subject 
to any limitations imposed by any Act of the Federal Legislature 
relating to mineral development, capitation taxes, taxes on pro¬ 
fessions, trades, callings and employments, taxes on animals and 
boats, taxes on the sale of goods and advertisements, cesses on 
the entry of goods into a local area, taxes on luxuries, including 
taxes on entertainments, amusements, betting and gambling, the 
rates of stamp duty regarding documents other than those 
specified in the Federal List, dues on passengers and goods carried 
on inland waterways, tolls and fees regarding any of the matters 
in this list, but not including fees taken in any Cautt 
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Sir Otto Ntemeyer’s Award Sir Otto Niemeyer was 
appointed to investigate the financial relations between the Centre 
and Provinces especially in regard to the allocation of 50 per cent of 
total income-tax to the provinces and he submitted Ms report in 
1936. Sir Otto estimated the income-tax to yield Rs. 12 crores a 
year. Half of this, assignable to the provinces, was to be retained 
by the Centre for the first five years in order to enable the Centre 
to consolidate its position. In course of the next five years, by 
six equal steps beginning from the sixth year from the introduc¬ 
tion of provincial autonomy, this revenue was to be made avail¬ 
able to the provinces gradually, so that after ten years the 
provinces would receive their full share of the income-tax. The 
income-tax was however not to be relinquished, so long as the 
portion of the distributable sum remaining with the Centre 
together with any contribution from Railways aggregated to less 
than Rs. 13 crores. 

Sir Otto recommended immediate help from the beginning 
of provincial autonomy to certain provinces, partly in the form of 
cash subventions, partly in the form of cancellation of the net 
debt incurred prior to 1st April, 1936, and partly in the form of 
the distribution of a further \2\ per cent of the jure export duty. 
The entire net debt was cancelled in cases of Bengal, Bihar, 
Assam, Orissa and North West Frontier provinces, while all pre* 
1936 deficit debt • plus about Rs. 2 crores pre-192! debt was 
cancelled in case of Central Provinces. 

Annual cash subventions were distributed in the following 
way, e.g., United Provinces, Rs. 25 lakhs for 5 years only, Assam, 
Rs. 30 lakhs, Orissa, Rs. 40 lakhs, North-West Frontier Province, 
Rs, 100 lakhs subject to reconsideration after 5 years and Sind, 
Rs, 105 lakhs to be reduced by stages after 10 years. 

The following annual reliefs were recommended: Bengal, 
Rs. 75 lakhs, Bihar, Rs. 25 lakhs, Central Provinces, Rs. IS lakhs, 
Assam, Rs. 45 lakhs, North-West Frontier Province, Rs, 110 lakhs, 
Orissa, Rs. 50 lakhs, Sind, Rs. 105 lakhs and United Provinces, 
Rs. 25 lakhs. The additional recurring cost to the Centre aggre¬ 
gated Rs. 1,92 lakhs. 

Orissa was recommended to obtain a further non-recurring 
grant of Rs. 19 lakhs and Sind Rs. 5 lakhs, 

The percentage division of the distributable portion of the 
income-tax between the Provinces was recommended to be m 

I 
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follows: ---Madras IS, Bombay 20, Bengal 20, United Provinces iS* 
Punjab 8, Bihar 10, Central Provinces 5, Assam 2, North-West 
Frontier Provinces 1, Orissa 2 and Sind 2. 

The Government of India accepted in full and implemented 
in practice the recommendations of Sir Otto. The Railway sur¬ 
plus of 1937-38 along with improved Central finances enabled the' 
assignment of income-tax to the provinces under the Niemeyer 
Award from the financial year 1937-38. 

The Niemeyer formula for the assignment of their share of 
the income-tax to the Provinces was amended by Parliament in 
February, 1940. Under the amended Order-m-Council, the Rail¬ 
way contribution was excluded from Central calculation of the 
mm available for the Provinces and the Central share of the 
divisible pool was fixed at the average of the last three years, 
namely Rs. croies, for each of the three years 1939-40, 1940-1 
and 1941-2, the balance being distributed to the provinces. The 
same arrangement was continued for 1942-3, 1943-4 and 1944-5 
under subsequent amendments. The amount to be retained by 
the Centre from the provincial share was reduced to Rs. 3*75 crores 
in 1945-6 and Rs. 3 crores in 1947-8. The above alteration was 
necessitated by war conditions. The expenditure of the Central 
Government rose sharply, while Customs revenue declined sub¬ 
stantially. 

Following the partition of the country the provinces' quotas 
of the divisible pool of income-tax have been fixed thus; Bombay 
21 per cent, U. P. 19 per cent, Madras 18 per cent, West Bengal 
i 2 per cent, Bihar 13 per cent, C. P. 6 per cent, Assam 3 per cent. 
East Punjab 5 per cent and Orissa 3 per cent. 

It may be observed that the distribution of tax resources 
between the Centre and Provinces has always been a bone of 
contention. The Niemeyer Award and its subsequent modifica¬ 
tion left nearly all provinces unsatisfied. Provinces like Bombay 
and West Bengal argued that their share of income-tax is unfair, 
because they contribute a large share to the total collections, 
while Madras, Bihar and United Provinces- pleaded for the alloca¬ 
tion on a population basis. Bombay saw no equity in giving a 
share of the jute duty to West Bengal as she received nothing 
from cotton duties. Provinces argue that they have been entrusted 
with responsibilities of nation-building departments, which 
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required expansive resources, but they have been endowed with 
stagnant revenues. The Centre on the other hand claims that 
she has the onerous task of maintaining law and order through¬ 
out the country and preserving the financial stability of India. It 
is imperative that the Centre should be assured of adequate and 
stable finances, It is true that expenditures of die Centre were 
stationary in the past, but the pattern of Central expenditure has 
undergone fundamental changes since India's Independence. The 
Centre is now undertaking numerous schemes of development, 
which require expansive resources like Income-tax and Customs. 

It is universally recognised that in order to ensure a pro¬ 
gressive development of the country, it is necessary to guarantee 
financial solvency to borh the Centre and Provinces and therefore 
the Constituent Assembly will be faced with the most difficult 
and delicate task of determining the financial powers of the Centre 
and of Provinces. 

The Constituent Assembly is scheduled to meet again by 
the end of July. Meanwhile attempts will be made to compose 
differences on some financial controversies which are rather acute. 
Notable among them are the Centre’s powers of financial control, 
the basis of financial contributions from the Centre to the pro¬ 
vinces, Central versus Provincial control on sales tax, enumera¬ 
tion of subjects in the concurrent and provincial lists and emer¬ 
gency provisions in the event of breakdown of the constitution. 

The necessity of a strong financial control was never more 
keenly felt than under the present emergency. The country is 
now passing through a financial crisis of serious magnitude and 
the Centre’s attempts to control the economic situation has failed 
to produce the requisite results due to the recalcitrance of pro¬ 
vinces, who appear to have failed so far to co-operate with the 
Central Government. The Centre initiated an anti-inflationary 
drive in November last year and provinces signally failed to help 
the Centre in order to attain any mentionable measure of success. 
The Centre devised measures to step down agricultural prices, 
mop up the surplus purchasing powers of rural areas by means 
of a small savings campaign and advised provinces to go slow 
with prohibition and anti-z.emindari drive. One can easily appre¬ 
ciate the difficulties of provincial ministers in these directions. 
Who are now keen on winning the next elections by cultivating 
iheap popularity. It is high time that they should realise the 
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seriousness of oux national problem and lift the interests of the 
country above party politics. 

It is well known how the provinces after writing off a large 
revenue from excise by following prohibition have been widening 
the sales tax indiscriminately with disastrous consequences on 
the economy of the country. Sales taxes have been unduly 
stepped up and spread over a large number of essential commo¬ 
dities in varying degrees by different provinces* This has in 
consequence led to large provincial inequalities and impeded 
-seriously intcr-provincial trade. The tax is now rightly regarded 
as heavy and inequitable. It is thetefore eminendy desirable 
that the Centre should control the levy of the sales tax to ensure 
uniformity, although the proceeds may he fully assigned to 
provinces. 

It may be interesting to note here the salient features of the 
financial provision*? of the Draft Constitution of India, which will 
be finalised by the Constituent Assembly in the forthcoming 
session. The distribution of revenues between the Centre and 
the Units under the Draft Constitution is same as that under the 
Government of India Act, 1935. The Centre and Provinces have 
separate sources of revenues. The former will continue to impose 
income-tax, corporation tax, customs duties and central excise 
duties, while the Provincial Governments would be levying land 
revenue, agricultural income-tax, sales tax, taxes on entertain¬ 
ment, betting and gambling, taxes on professions and trades, 
provincial excise duties and registration, forest and stamp duties. 
The units are given shares in the Central sources of revenues. 
For instance, the Provinces under the Draft Constitution will enjoy 
a share in income-tax and will also receive gran Ls-in-aid from the 
Centre. Stamp duties and duties of excise on medicinal and toilet 
preparations which are mentioned in the Union List will be levied 
by the Centre but collected and appropriated by the Provinces. 
So far as succession duties and estate duties on property other 
than agricultural land, terminal taxes and taxes on railway fares 
and freights are concerned, these are to be levied and collected 
by the Centre but handed over to the Provinces on such principles 
as may be determined by Parliament. Frima facie this may 
appear paradoxical that while one body is allowed to levy the 
taxes, another is empowered to enjoy the yield, hut this is the 
practice in every federation with a view to securing economic 
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Uniformity* Similarly, taxes on income other than agricultural 
income are to he imposed by the Centre but distributed between 
the Federal Centre and the Units* # 

The Centre is empowered to levy and retain surcharges on 
these taxes and duties; thus the Federal Centre is provided with 
a reserve power to raise additional sums. Export duty on jute 
or jute products will not form part of the revenues of the Centre. 
It will he distributed amongst the jute growing provinces in 
accordance with principles made by law, 1 There is also provision 
for grantsdn-aid to the provinces who are in need of financial 
assistance, for the proper discharge of their functions. 

The Draft Constitution puts a limit to the total amount that 
would be payable by professions, trades, callings and employ¬ 
ments for the benefit of a province or of a municipality, district 
board, local board or other local authority within that province. 
That amount is Rs. 250 per annum in respect of one person. 

The Centre will also be receiving contributions from the 
railways, posts and telegraphs. The Draft empowers the Central 
Government to regulate the stock exchange and impose tax on it. 

In every federation, the question of residuary powers is very 
important. Under Article 223, the residuary power with regard 
to taxes has been Aested in the Centre. 

Articles 264 and 265 provide for the mutual exemption of the 
property of the Federation and the Units from taxation by the 
other. The property of the Centre will be exempt from all 
taxations by the Units. Similarly, the Governments of the Units 
will not be liable to Central taxation in respect of lands or 
buildings situated within the territory of India, or income accru¬ 
ing* arising or received within such Territory except in case of a 
trade or business carried on by or on behalf of the Government 
of any Unit and the personal property or personal income of the 
Ruler of any State. Besides, taxes on electricity by the Units 
Will not apply to the Central Government and the Central Rail¬ 
ways. During the period of an emergency the President will be 
able to suspend the operation of any or all of the financial 
provisions of the Constitution relating to the distribution of 
revenues between the Centre and the Units. 

In Older to impart a certain amount of flexibility, the Draft 
Constitution by Article 260 gives power to the President to appoint 
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periodical Financial Commissions to enquire into and report on 
the distribution of revenues between the Centre and the Units. 

Analysis of Frovmcial Finances *—A study of Provincial 
finances discloses that provinces are essentially responsible for 
expanding nation building and development works. In the past, 
the provinces* record in this regard has been rather disappointing, 
if not disquieting. Although in the last Central Budget, a 
provincial grant of Rs. 64 crores was provided for towards Develop¬ 
ment Works, the provinces failed to utilise this opportunity on 
any scale worth mentioning because they could not afford to 
pay half the cost of any project—this being a condition of the 
Central grant. The Centre, in consequence, reduced this provi¬ 
sion to 41*5 crores subsequently. The inadequacy of provincial 
finances is easily an outstanding feature. 

A perusal of the past Provincial Budgets leaves one with the 
impression that there lies a great scope for improving provincial 
finances. On 1948-49 figures, the nine provinces of the Indian 
Dominion have a current revenue of about Rs. 248 crores, out of 
which more than Rs. 80 crores are contributed by grants and 
payments on account of the Income lax and Jute Duties. This 
means that the current provincial revenue raised amounts to about 
Rs. 168 crores, which is very inadequate in view of rising 
provincial expenses. 

The expenditure of Provinces rose by nearly Rs. 177*79 crores 
since 1958-39, social services having accounted for 26*7 per cent 
and security services 23*2 per cent. The cost of tax collection 
increased by about Rs. 9*5 crores, expenditure on debt services 
Rs. 2*5 crores and irrigation Rs, 5 crores. * 

Provinces like Bombay, Madras and the United Province® 
ploughed their way through in recent years by drawing upon 
their Post-war Reconstruction Funds, which were built up from 
past budget surpluses. Total provincial revenues however increased 
by about Rs. 163*55 crores since 1938-39 and this dearly indicates 
that provincial budgets are running deficits. 

As there is no scope for economising in expenditure and.as 
increased demands on account of social services are likely to be 
met on an expansive scale, it is urgent that provinces must aug¬ 
ment their revenues by increasing the yields of existing taxes 
and simultaneously explore new sources of revenue. 
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During 1948-49, the total revenues of nine provinces aggre¬ 
gated to about Rs, 242*77 crores, out of which tax revenue 
accounted for Rs. 158*51 crores. Customs and Income-tax brought 
in Rs. 36*30 crores. Land Revenue Rs. 25*51 crores, Excise 
Rs. 32*22 crores and Stamps etc, Rs. 15*38 crores. 

The provincial share of income-tax is at present regulated 
by the Niemeyer Award and any increase under this head is 
unlikely, because the position has been left very vague under the 
New Constitution. It may be recalled that the Constituent 
Assembly rejected the recommendations of the Sarkar Committee 
and decided that the provincial share of the income-tax will be 
determined by an Order-in-Council or an Act of the Legislature 
according to prevailing conditions. 

Income under Land Revenue admits of little scope for expan¬ 
sion. The abolition of the Permanent Settlement is an expensive 
process and provinces would do well to postpone this for the 
time being, as finances are very much strained. 

The Congress is committed to a policy of prohibition and 
several provinces have already introduced a big dose of it with 
concurrent erosion of revenue. In view of their financial strin¬ 
gency and urgent reforms awaiting execution, it will be wiser for 
them to bait the Prohibition Programme, because it is one of 
the most fruitful sources of provincial "finances. Revenues under 
stamps etc., are unlikely to show any further increase. 

Among tax revenues, provinces rely mainly on Sales Tax 
and Agricultural Income tax, which are expansive sources of 
revenue. Sales Tax is expected to yield about Rs. 30 crores in 
1949-50 and Agricultural Income Tax Rs. 4 crores. It is rather 
amazing to observe that the latter is still not imposed in four 
provinces. 

The yield of Sales Tax varies widely amongst provinces. 
Sales Tax gives a revenue of about Rs. 4 crores in U. P. and 
Bombay, while Madras derives over Rs. 11 crores from this single 
source. Sales Tax may be easily regarded as an extremely useful 
addition to the armouries of provincial taxation because of its 
elasticity and provinces are relying more and more upon this 
source for additional revenues. 

The West Bengal Government have already proposed to 
bring about 16 hitherto exempted commodities like newspapers, 
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mustard oil, hides and skins, fresh fruits, etc* within the scope' 
of Sales Tax. Only two provinces tax urban immovable property* 
Although the Expert Committee of the Constituent Assembly 
recognised the province's power tp tax professions, callings, trades 
and employments by proposing an increase of the per capita 
annual limit of taxation to Rs. 250, only two provinces at present 
levy this impost. 

West Bengal levies betting tax at the rate of 20 per cent, while 
it is as low as 5 per cent in Ooty. This is an extremely good held, 
where a substantial revenue can be roped in by levying the tax 
at a very high rate. There is therefore a large scope for augment¬ 
ing provincial revenues. 

The lack of uniformity is an outstanding feature of pro¬ 
vincial tax structures. It has been estimated that the pet capita 
burden of provincial taxation varies from a iittk over Rs. 2 in 
Orissa to over Rs. 13 in Bombay. It is no doubt true that 
provinces are neither equally rich nor do they require additional 
revenues in equal degrees. Attempts should nevertheless be made 
to bring about a rational uniformity in provincial finances 
through mutual co-operation and understanding among provinces. 

It is also necessary for provinces to explore the possibilities 
of increasing their revenues from irrigation, forest and existing 
State undertakings, which are usually suffering from inefficient 
management. This at the same time rules out the desirability 
of extending the scope of nationalisation from the provincial point 
of view on technical grounds. 

The provinces have so far failed to utilise public loans on 
any worthwhile scale. It has been estimated that foe total public 
debt of provinces is less than Rs. 120 crores and not even equal 
to half-year's revenues and the total annual interest charges do 
not exceed Rs* 3 crores for 1948-49. At present provinces depend 
on loans from the Centre. In 1948-49, provinces were allowed 
to borrow Rs, 38 crores on easy terms. East Punjab borrowed at 
2f per cent and West Bengal at 2 per cent. This involve* 
unnecessary burdens on the Central Exchequer, whose cash 
balances are meagre. The provinces are sufficiently solvent to 
go in for direct loans both in foe short-term and long-term 
markets and should be encouraged to go forward in this direction. 
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The following table illustrates the growth of provincial 
revenues and expenditures: — * 
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Local or Rural Boards s —Provincial Rates or surcharges on 
land form a substantial part of the revenues of District and Local 
Boards, representing about 25 per cent of total income in Bombay 
and 63 per cent in Bihar and Orissa. They were first levied in 
Bombay and Madras between 1865 and 1869 on land for the 
construction and repair of roads, upkeep of schools and dis¬ 
pensaries, village sanitation and other local expenditure. The 
principle followed Lord Mayo's scheme of financial decentra¬ 
lization. Acts were passed in 1871, imposing similar cesses in Bengal, 
United Provinces and Punjab. In Punjab and Oudiht, cesses for 
roads, schools and the District post, assessed at the time of the 
land revenue settlement, were continued along with the new 
general cess. Similar settlement cesses were introduced in Central 
Provinces, Burma and Assam, but these were subsequently 
replaced by a general cess. Certain cesses for Imperial purposes 
were also levied from 1871 to 1905. The Famine Insurance Fund 
was constituted in 1878, to which were added, in some Provinces, 
cesses for provincial purposes, mainly for die payment of village 
officers. The improved Central finances led to the abolition in 
1905-6 Of all cesses levied for other than local purposes. The funds 
Were transferred to local purposes from provincial Governments in 
certain oases, the provincial Governments being compensated for 
from the Central Treasury, There is a recent tendency in some 
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I¥©vinee« either to increase the general rate or to add net? cesses * 
for specific local purposes e.g. elementary education. The basis of 
these local cesses on land differs with the system of land revenue. 
The cess is levied on the basis of land revenue in the ryotwari 
areas of Bombay, Madras, Central Provinces and Berar and m 
the temporarily settled areas of Assam, In United Provinces and 
Punjab* the annual value is taken with twice the land revenue 
as the basis* In the permanently settled areas either the rental 
value or the acreage is accepted as the basis. Regarding the rates 
of the cesses, they are determined by the local bodies* subject to 
certain maxima and minima laid down by the Provincial 
legislatures. The land cesses are collected along with the land 
revenue. The limits vary from 6 per cent to 32£ per cent. The 
land cess which is imposed at a flat rate without any regard to 
the ability to pay is usually popular, because the Local Boards 
spend their money for the benefit of properties. 

Municipal Finance x—The main source of the income of 
municipalities consists of rates and taxes, which from abou# 
two-thirds of the total municipal revenues. The balance is derived 
from municipal property, contributions out of Provincial revenues 
and miscellaneous sources. Municipal taxes comprise taxes on 
trade, e.g. octroi duties, terminal taxes, tolls* etc., taxes on 
property e.g. taxes on houses and their sites, taxes on persons, 
e.g. taxes on circumstances, professions, trades and callings, on 
pilgrims, on menials and domestic servants, etc. and fees and 
licences. Fees are charged either for specific services performed 
by the municipality, e.g. scavenging fees, or they are partly of 
the nature of luxury taxes and partly levied for purposes of 
regulation e.g. licences for music, vehicles, dogs and other animals, 
etc. There arc licence fees for offensive and dangerous trades. 

The municipalities are generally unable to meet their 
expenditure out of ordinary revenues and they usually borrow 
money either from the Government or in the open market in 
order to carry out large projects like water supply, drainage works, 
etc. Barring the Bombay Corporation with an income of over 
Rs. 4 crores and Calcutta Corporation Rs, 2| crores, the average 
municipality in India is rather financially poor. The fact that over 
812 municipalities in India had a total income of about R$, 44*31 
lakhs against an expenditure of Rs. 42*32 lakhs in 1939-40 illustrates 
the normally poor financial condition of these bodies. 
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Analysis of Resources of Local Bodies Although local 
bodies in India have been entrusted with responsible services, 
their resources are rather poor due to low taxable capacity of 
the people and their unwillingness to tax themselves for local 
purposes. The inequitable distribution of revenues between the 
Central, Provincial and local authorities also accounts for their 
scanty finances. The Provincial Governments in India are legally 
entitled to tax agricultural land and all sources of finances of 
local bodies are under provincial control. The Provincial Govern¬ 
ments have not been able to be of much use to local bodies as 
they are themselves hard pressed for finances, following expansive 
services. 

In order to improve local finances, the Taxation Enquiry 
Committee recommended for the standardisation of the land 
revenue at a low rate to leave better scope for local taxation* 
transfer to local bodies of a share of the collection of Provincial 
Governments from ground rents in towns and from an increase 
€n the rates of non-agricultural land, empowering municipalities 
to tax advertisements, extending the scope of taxes on entertain¬ 
ment and betting and giving local bodies a substantial share of 
the proceeds, extending and improving the administration of the 
taxes on circumstances, property and professions, reducing the 
import duty on motor cars and enabling the Provincial Govern¬ 
ments to levy a provincial tax in lieu of tolls for distribution to 
local bodies, empowering local bodies in selected areas to levy a 
fee for the registration of marriages. It also suggested supple¬ 
menting the resources of local authorities by subsidies which 
should be ordinarily restricted to services of national importance. 
The local Self-Government Committee appointed by the Govern¬ 
ment of Bombay endorsed these recommendations. The Bombay 
Committee held that sources of municipal revenues could be 
increased by a tax on the transfer of immoveable properties, an 
assignment of a share of non-agriculturai assessment on building 
plots within municipal limits, taxes on marriages, adoptions and 
feasts and an assignment of the entertainment tax and of 50 
per cent of the revenue derived from a surcharge on electricity. 
The Committee suggested that local bodies should levy taxes and 
cesses for definite services rendered e.g. a compulsory education 
cess. Although there remains a scope for adding to local resources 
through the extension of municipal trading and enterprises, it 
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will require the utmost discretion to do so ip India, because the 
efficacy * of the sphere of activity depends upon an efficient 
administration, which is yet to be proved in practice in this 
country. 

It is gratifying to observe that the Government of India 

have constituted a committee known as the Local Finance 

Inquiry Committee to inquire into the finances of local bodies 

and make recommendations for the improvement of local finances. 
* 

% 

The Committee will examine: 

(a) Whether the existing resources are adequate for the 
performance of the functions assigned to local bodies 
and consider what further sources of revenue should 
be provided; 

(h) methods of Government assistance to local bodies; and 
(c) existing machinery and methods of assessment and 
collection of taxes. 

The following table illustrates the revenues and expenditures 
of local bodies in India: — 


(In Lakhs of Rupees) 


Income 

(excluding balances) 

1915-16 

1 

1939-40 

Expenditure 

1915*16 

1939*40 

.F 

Provincial rates 

3,39 

4,93 

Education 

1,82 

633 

Civil Works 

1,43 

2,24 

Civil Works 

4,16 

3,96 

Other sources 

2,68 

9,53 

Sanitation Hospi- 





j 

tals, etc. 

70 

231 




Debt and miscella¬ 



Total 

7,50 

16,70 

neous 

U2 

4,23 


A. A. P. 

R. A. P. 

Total ... 

8,00 

16,9f 

Incidence per head ... 

0 5 1 

1 13 3 
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British Ind4 (1937.38) gives the following figures bearing (So the 
burden Of taxation per head in British India; — 


x ki 

(In Lakhs of Rupees) 



1922-3 

1927-8 

1933-4 i 

1935-6 

1937-8 

Total taxation. Central and 
Provincial (including land 
revenue) 

1,32,79 i 

1,40,18 

1,30.79 

i 

13,37 

# 

UL93 

Payment per head based on 
Census population in 1931 
and assuming that the 
whole taxation is paid by 
the inhabitants of British 

! 

Rs. A. V, 

Rs, A. P, 

Rs, A. P. 

Rs. A. P. 1 

Rs. A, p. 

India ... 

5 4 5 

5 5 0 

4 10 10 

4 14 3 

4 12 11 


Sir Purshottamdas Thakurdas gives the following estimates of 
the incidence of taxation: — 


1871 


Rs. As. P. 
1 13 9 

1911 

Rs. As. P. 
... 2 11 3 

1881 


2 2 3 

1913 

2 14 5 

1901 

A 

2 6 6 

1922 

6 18 


The Taxation Enquiry Committee was appointed in 1924 to 
examine the manner in which the burden of taxation was dis¬ 
tributed and to consider inter alia whether the whole scheme of 
taxation, Central, Provincial and Local, was scientific and equitable. 
They selected a few typical classes of the population and offered 
certain tentative conclusions. The Committee found that the 
burden was oppressive on none of the classes, though its dis¬ 
tribution was unequal. Some classes escaped their proper share 
of taxation, c.g. the landlords and village traders, The poorer 
section of the community paid taxes in the shape of land revenue, 
salt tax, excise duties*, stamps, etc, while the comparatively rich 
section escaped their legitimate share of taxation. The changes 
in taxation during and after World War I rendered the incidence 
of taxation more equitable by the introduction of a graduated 
income-tax and super-tax, the levy of special import dudes on 
luxury articles, etc. 
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The following table was reproduced by J*rof. K. T. Shak:— 
(to crores of rupees) 

Heads of Revenue 

Customs ... 

Land Revenue and Irrigation 
Income-tax ... 

Excise . . 

Salt 

Forests and Registration . . 

Stamps 
Railways ... 

Fo&t Office 
Municipal Taxes ... 

District Board Taxes 

Total 

Professor Shah concluded that the “economically the weaker 
and less able section bore pecuniarily the largest proportion of the 
tax-burdens of India. Allowing for some quid pro quo in some 
of the above items (Railways, Post Office, etc.), we may yet say 
that while the richer class pays Rs. 100 crores in revenue, the 
poorer pays Rs. 150 crores, that is, in terms of wealth deduction; 
while from the average family income of Rs. 1,000 per annum 
and over, the tax deduction aggregates Rs. 100 crores out of a 
total of Rs, 600 crores of wealth enjoyed by less than a twenty- 
fifth of the population, the remainder of Rs. 150 crores is deducted 
from a total wealth of about Rs. 1,000 or 1,200 crores enjoyed by 
the 96 per cent of the remaining population. This distribution 
can scarcely be considered to be either economical or equitable/’ 

The Taxation Enquiry Committee recommended various 
proposals to redress inequalities, e.g. higher rates of taxation for 
incomes ranging from Rs, 10,000 to Rs. 25,000; reduction Of the 
exemption limit for the super-tax to Rs. 30,000; a new rate of 
super-tax; reduction of the exemption limit in the case of a joint 
Hindu family to Rs. 60,000, etc. They suggested the removal of 
the duties on kerosene and sugar. They also recommended the 
levy of excise duties on aerated waters, cigarettes and pipe tobacco, 
for licensing for country tobacco and an increase in the licence 
fees for fire-arms, etc. 

Although the taxation structure has undergone fundamental 
changes since the report of the Taxation Enquiry Committee, it 


Amount of the tax burden borne by 

the rich strata 

the poor strata 

20 

21 

20J 

21* 

20 

20 

U 

H 

2 

s 

6i 


33 ; 

60 

5 

5* 

3 

10 

... 

10 

Ill* 

167 
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is rather difficult to estimate the burden of taxation owing to lack * 
of statistical data. It is therefore gratifying to observe that the 
Government of India proposes to appoint a Taxation Enquiry 
Committee at an early date to investigate the tax system, taxable 
capacity, etc. “Taxable capacity or fund is measured by the 
difference between the two quantities—the total quantity of 
production and the total quantity of consumption.” As there is 
no adequate reliable data regarding production and consumption, 
it is difficult to assess the taxable capacity in India. Empirically, 
one is led to believe that taxation has nearly reached the limit. 
In the field of direct taxation, it is found that the country is 
suffering from lack of capital formation and savings have dried 
Up and the following tables illustrate the position: — 

TABLE I 


Individual Savings from Taxable Incomes, 1945-46. 


Income Croup 
(Yearly Income) 
(in Rs. 000) 

No/s 

.Assessed 

(thousands) 

Income 
Assessed 
(Rs. crores) 

Net Income 
after Income 
& Super Tax 
(Rs. crores 

Saving 
per cent of 
net Income 

Savings 
(Rs. crores) 

Below 10 

344-5 

136 

132 

7-5 

9*9 

10 to 20 

33-6 

40 

37 

12*5 

4*6 

20 to 25 ... 

24-8 

46 

42 

17-5 

7*4 

25 to 50 ... 

13-8 

46 

39 

25-5 

0*8 

50 to 100 ... 

3-4 

23 

18 

33*5 

60 

100 to 200 ... 

M 

14 

10 

50 j 

5*0 

200 ... 

0-5 

21 

12 

70 

8*4 


421-7 

326 

290 . 


51*1 


TABLE II 

Individual Savings from Taxable Incomes to-day. 


Income Group 
(Yearly Income) 
(in Rs, 000) 

No/s 

Assessed 

(thousands) 

! 

Income 
Assessed 
(Rs. crores), 

Net Income 
after Income 
& Super Tax 
(Rs, crores) 

Saving 
per cent o& 
net Income 

Savings 
(Rs, crores) 

All below 25 ... 

— 



Nil 

Nil 

25 to 50 

13*8 

46 

39 

5 ! 

2-0 

50 to 100 

3-4 

23 

18 

13*2 

2*4 

100 to 200 

M 

14 

10 

30 

3-0 

200 . 

0*5 

21 

12 

50 

6*0 


18-8 

104 

69 

i 

13*4 








PUBLIC FINANCE 


S6S 




Indirect taxation has also nearly reached the point of 
diminishing returns. The masses are already feeling the pinch 
of high prices and the high taxation of luxury goods is already 
exhibiting signs of diminishing consumption. 

It is sometimes erroneously argued that because the per capita 
incidence of taxation in India bears a lower ratio about 8 per cent 
to die income per head, therefore the burden of taxation is light, 
compared to Great Britain, where the proportion of national 
income absorbed by taxation aggregates about 50 per cent. As a 
matter of fact, a high percentage of taxation on a large national 
income presses on the people less heavily than a low rate on a 
low income. 

Public Debt in India :—India’s public debt began from the 
period of the East India Company* which incurred loans to wage 
wars and the total debt rose from £7 millions in 1792 to £59i 
millions in 1856*57 and £60j millions in 1857-58. The total debt 
aggregated to over £100 millions by 1860. The Government of 
India took over all responsibilities of these debts from the East 
India Company in 1858 with the cessation of the Company’s rule 
and in addition committed themselves to pay the dividend on 
£12 millions stock of the East India Company, which was however 
redeemed in 1874. The entire debt inherited from the East India 
Company was unproductive. From 1867, the Government started to 
borrow for public works like railways, irrigation, etc,, and loans 
incurred for these purposes were regarded as productive or Public 
Works debt as distinct from the previous unproductive debts, 
which were popularly known as Ordinary debt. On the recom¬ 
mendation of the Select Committee of 1878, the Government 
initiated the practice of utilising Government surpluses for com 
structing public works and railways and paying off the old 
unproductive debts. This policy was criticised by Mr, Gokhale, 
who urged for the utilisation of surpluses towards giving reliefs 
in taxation. 

It may be observed that up to the World War I, the major 
portion of the public debt was raised in England as it was con¬ 
tended that the rates of interest were cheaper in England than” in 
India. The potentialities of the Indian money market were 
appreciated during World War I, when it was difficult to raise 
money in England and the Government was obliged to borrow 
inside the country. During the war period 1914-18, the ordinafy 
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debt rose from Rs. 3*1 crores in 1916 to Rs. 257*70 crores in 1924 
and War Loans were extensively subscribed in India. The amount 
of War Loans aggregated Rs. 53 crores in 1917 and Rs. 57 crores 
in 1918. The World War I gave an opportunity to tap all cate¬ 
gories of investors. Notable among them were the Post Office 
Branch of the War Loans and the system of cash certificates. 
The Government also initiated the system of Treasury Bills, which 
have become a popular feature of Central finances since then. 

« The Indian Defence Savings movement was inaugurated early 
in June, 1940 with the issue of 3 per cent six-year Defence Bonds, 
ten-year Defence Savings Certificates and Interest-Free Bonds. 
The six-year Defence Bonds were the mainstay of the War Loan 
programme of the Government and subscriptions totalled nearly 
Rs. 45 crores, 31£ crores being tendered in cash and the balance 
by conversion of the 5 per cent Loan (1940-3). From 1st February, 
1941, a second 3 per cent Defence Loan with a longer currency 
and repayable at par was issued in place of the six-year Defence 
Bonds, The subscriptions to the Defence Loans during 1942-3 
aggregated Rs, 115 crores. Then there were a third and a fourth. 
Defence Loans and several other loans which yielded a total of 
Rs. 279 crores during 1943-4. A Defence Savings Provident Fund 
for all Government servants was initiated in order to enable these 
classes to make regular investments. A popular savings scheme 
was started by means of Post Office Defence Savings Bank 
Accounts, the amounts in which were repayable not on demand 
but a year after the end of the war. The rate of interest was 
fixed at 1 per cent higher than the existing rate on ordinary 
Postal Savings Banks Accounts. 

The total regular interest-bearing debt on 31st March, 1939 
aggregated Rs. 1,158 crores, comprising Sterling loans and Railway 
Annuities Rs. 445 crores, Rupee loan and Treasury Bills Rs. 484 
crores, and Unfunded debt (Cash Certificates, Savings Bank 
Deposits and Provident Funds) Rs. 229 crores. 

The debt position of a country is a sure index of its financial 
strength and our position is inherently sound. At the end of 
1948-49 the total outstanding public debt was about Rs. 1,795 
crores and to rise by a further Rs, 56 crores during next year to 
Rs, 1,851 crores. The total of the interest bearing obligations was 
estimated at Rs, 2,182 crores at the end of 1948-49 and Rs, ?,23i 
crores at the end of 1949-50. Against these obligations* we expect 
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to have at the end of 1948-49 roughly Rs. 1,161 crores and at the 
end of 1949-50 Rs. 1,237 crores by way of interest yielding assets 
representing the investments in the two great commercial depart¬ 
ments of the Government, namely, the Railways and Posts and 
Telegraphs, outstanding amounts due to us from the Provincial 
Governments, Indian States, Burma and others, and the probable 
debt of Pakistan to us. In addition, we shall be holding cash 
and other investments on treasury account amounting to Rs. 24$ 
crates at the end of 1948-49 and Rs. 130 crores at the end of 
1949-50. The total interest bearing obligations not covered by 
interest bearing assets and our cash and interest yielding invest¬ 
ments would thus amount to no more than Rs. 77 5 crores at the 
end of 1948-49 and Rs. 864 at the end of 1949-50. These figures 
are to some extent approximate and it is not possible to give 
precise figures until Pakistan’s share of the obligations which 
she would assume direct and her debt to India have been finally 
worked out. 

The debt burden is to be judged primarily by the size of 
the deadweight debt. The amount of deadweight debt estimated 
at Ks. 864 crores is indeed very small when compared with the 
resources of the country and the national income. The debt 
position may be compared with the national income for assessing 
whether the debt is one which the country, can afford to carry. 
For this purpose, we may take the whole of the interest bearing 
obligations of the Government of India which are expected to 
stand at Rs. 2,231 crores at the end of 1949-50. Unfortunately* 
we have no accurate data regarding the national income of our 
country. Various estimates have been made from time to time, 
but none of them has been made on a really accurate and 
scientific basis and our national income may be assumed at about 
4,500 crores of rupees. Our public debt is less than half of our 
national income. It is interesting to compare our position with 
that of more advanced countries like die United Kingdom and 
the United States. The national debt in the United States is 
more than times its national income and the national debt of 
the United Kingdom is nearly three times its national income 
The burden of the debt may also be assessed in another manner 
by studying the interest charges in relation to the annual 
revenue. For the year 1948-49 our gross payment of interest 
changes amounted to Rs, 61*82 crores. From our Commercial 
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Depar tmmu like Railways, Posts and Telegraphs, etc*, and by 
way of interest receipts from Provincial Governments and other 
sources we obtained about Rs. 25*66 crores. The net interest 
payment therefore was Rs. 36*16 crpres. From this must again be 
deducted the interest due to us from Pakistan which was estimated 
at approximately 9 crores of rupees. Our net interest burden 
was therefore about Rs. 27 crores. The anticipated revenue was 
Rs. 256*28 crores. Our net interest payment therefore represents 
only about 10^ per cent of our revenue. The inference that may 
legitimately be drawn from these figures is that we could carry 
even a larger volume of debt and that there is still a large source 
available here for financing the development of the country. 

The Redemption of Debts j— There was no clear-cut debt 
redemption policy until 1924 and debts were repaid in two ways. 
The surpluses were utilised for financing capital expenditure on 
productive works and reducing the ordinary debt. 

A portion of the liability incurred in connection with the 
purchase of certain railways, was and is being reduced under the 
statutory obligation of payment of railway annuities, issued in 
repayment of both principal and interest on loans. The India 
Stock, for which the shareholders of railways were permitted to 
exchange their annuities and the securities of the original com¬ 
panies from which the railways were purchased, is being reduced 
from certain sinking funds shown under railway account. A 
sinking fund was established during 1914-18 in connexion with 
the issue of the 5 per cent War Loan of 1917. The Government 
decided to set aside per cent of the loan for the purchase and 
eancellation of the loan securities, as long as their market price 
was below the issue price in addition to making annual provision 
of nearly £500,000 to meet India's liability regarding unpaid 
portion of the war contribution. 

A regular debt redemption scheme was accepted by the 
Assembly in December, 1924 on the initiative of Sir Basil Blackett, 
who suggested that the best way of arriving at a regular pro¬ 
gramme of debt redemption was to take the gross total of the 
debt, examine die capital assets held against it and fix the 
appropriate period within which it is desirable to amortize each 
category of debt Accordingly, the Finance Member announced 
a scheme on 9th December, 1924, which provided for a period of 
years in the first instance, an annual provision for the reduc- 
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tion oft avoidance of debt to be charged against annual revenues 
of Rs. 4 crones a year plus !/80$h of the excess of the debt out¬ 
standing at the end of each year over the outstanding on 31st 
March, 1923, sterling debt being converted into rupees at Rs. 15 
per £ for this purpose. The provision for the sinking funds 
thus proposed would be used not to reduce the net total debt as 
long as there was a considerable annual programme of new capital 
expenditure, but to reduce the unproductive portion of it. The 
provision was therefore better described as a contribution out of 
revenues for the reduction or avoidance of debt than as a Sinking 
fund. Provision was also made from 1930 to meet the accruing 
liability regarding Cash Certificates, which were henceforth 
regarded as part of the Government’s debt. It was decided in 
1930-31 that the sterling debt should be converted into rupees 
at R&, 13| per £ instead of R$. 15 per £. From 19334 the annual 
amount provided for the reduction or avoidance of debt was 
reduced to a lump sum of Rs. 3 crores. As 60 per cent of the 
Government of India debt was attributable to the railways, it 
would be imposing a heavy burden on the General Budget to 
levert to the Sinking Fund arrangements in force prior to 19334 
before the railways had resumed the practice of making a contri¬ 
bution to the General Revenues. 

Repatriation of Sterling Debt s —The process of the re¬ 
patriation of sterling debt began from 1937, but it had to be 
temporarily discontinued owing to the slackening of sterling 
remittances. Substantial sterling resources became available after 
the beginning of the World War II due to recoveries from His 
Majesty’s Government for their share of war expenditure incurred 
by India as well as for large purchases of raw materials and goods 
paid for in the first instance by the Government of India, con¬ 
tributions towards the expenditure on defence modernisation 
according to the Report of the Chatfidd Committee and sterling 
receipts for sales of silver in London on behalf of the Government 
of India and this accelerated the process of the repatriation of the 
sterling debt. The Reserve Bank was therefore authorised to 
purchase India sterling non-terminable securities in the open, 
market and to transfer them to the Government of India for 
cancellation. Additional Rupee Paper of 3| and 3 per cent non- 
terminable loans was also created. A further scheme of repatria¬ 
tion of sterling was introduced in February, 1940, extending the 
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option of transfer to holders of all India Sterling Loans to Rupee 
Loans and sanctioning the creation of rupee counterparts for six 
specified dated sterling loans. Owners of sterling obligations 
could therefore voluntarily convert their holdings from the books 
of the Bank of England into rupee counterparts registered in the 
hooks of any one of the Reserve Bank offices in India. Open 
market purchases were also made in London by the Reserve Bank 
of India, which aggregated £281 millions on 8th February, 1941. 

An announcement was also made on the same day for the 
compulsory acquisition and repatriation of India’s terminable 
sterling debt amounting to about £90 millions or Rs. 120 crores 
and the British Government helped the Government of India by 
issuing orders under their special war powers compelling holders 
resident in the United Kingdom to sell their stocks to them for 
delivery to the Government of India at market prices prevailing 
at the time of the order, dispensing thereby with the expensive 
, alternative of buying them in a rising market. A similar order 
was issued by the Government of India affecting holders of 
sterling stocks who were residing in India. The Government of 
India first bought the sterling from the Reserve Bank by arranging 
for the rupees to pay for the sterling. The Reserve Bank of 
India utilised a portion of its large stock of sterling securities and 
balances for purchasing India’s sterling debt. The total face 
value of the outstanding terminable loan on 8th February, 1941 
was about £84 millions. Holdings of India sterling stock com¬ 
pulsorily acquired in the United Kingdom and India aggregated 
£159 millions and £11 millions respectively. The balance of about 
£14 millions represented stocks, held by non-residents outside the 
United Kingdom and India. The half of the stocks thus acquired 
was paid for by the issue of rupee counterparts to the Reserve 
Bank and half from balances with the aid of temporary ways and 
means advances from the Bank. 

The second compulsory scheme was implemented in practice 
by the redemption of 3£ per cent sterling stock during 1942-3. 
The total debt repatriated between 1st April, 1937 and 31st March, 
1943 was shown at £307 26 millions and was partly financed by 
creating rupee counterparts of about Rs. 234-97 crores. The 
Government of India sterling stock and railway debentures 
bought and cancelled by Government balances totalled £3 millions 
hi 1943-44, In addition the Madras and Southern Maharatta, 
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South Indian and Bengal-Nagpur Railways ware acquired at a 
cost of £5'28 millions, £H1 millions and £3 60 millions respec¬ 
tively. During 1945-6 stray lots of the face value of £0 28 million 
were repatriated at a cost of Rs. 37 lakhs and during 1946-7 £0‘76 
million at a cost of Rs. 1 06 crores. 

The following table illustrates the position of Repatriated 
Sterling Debt:— 


Amounts of Sterling Debt Repatriated since 1937-8 


♦ 

Year 

Face Value 

Purchase Value 

Rupee 

counterparts 

created 

Rs, (crores) 

£ (million) 

£ (million) 

Rs, (crores) 

1937-8 . 

2*99 

3*04 

4 i 

1*12 

1939 40 

17-09 

16*54 

22*05 < 

22-79 

1940-1 . 

71-29 

75*24 

100-32 

94*86 

1941-2 

99 04 

92*28 

123*04 

33-58 

1942-3 . 

11900 

120*48 

161-67 

82*62 

1943-4 . 

1302 

12-97 

17*29 

38*42 

1944-5 

0*41 

0*37 

0*49 

0-17 

1945-6 . 

0*28 

029 

0*37 

©•01 

Tot at 

323-12 

321*21 

429*28 

. . 

273-57 

1946-7 

(1) First compulsory 

scheme of 8 Feb¬ 
ruary, 1941 (Includ¬ 
ing special arrange¬ 
ments) 

i 

0*49 

0-55 

0 73 

r 

0-01 

(2) Second compulsory 
scheme of 24 Dec., 
1941 (including spe¬ 
cial arrangements) 

- 

0*19 

0-17 

0-23 ! 

•v 

(3) Redemption of 3f 
per cent sterling 
stock 1931 and after 

0*07 

0-07 

0*09 


(4) Repatriation of 

Railway debenture 
stocks 

0*01 

001 

0*01 


Total 

0*76 

0-80 

j 1*06 

■M 

Ckanp Total 

323-88 

322-01 

430-34 

273-58 * 


Sterling Balances of India t— India always held sterling in 
the United Kingdom as part of her currency reserve and in 
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September, 1939 the sterling balances totalled £52 millions. The 
figure rose to £1,137 millions on 14th August, 1947. This accu¬ 
mulation followed the purchase of stores and other materials from 
India on Jidhtaif of the British Government and the Allied countries 
for war purposes. The British Government paid for its purchases 
in India in sterling in London, which was transferred to the 
Reserve Bank, which issued currency notes against the same. 

In order to repay India's sterling balances, an Interim Agree¬ 
ment was made on 14th August, 1947, between the Governments 
of India and the United Kingdom to cover the period up to 31st 
December, 1947. Among others it was decided that the balances 
of the Reser\e Bank of India were to be kept in two accounts. 
No. 1 Account was to be the main operative account and to 
contain the multilaterally convertible currency. To this account 
were to be credited the amounts released from the accumulated 
balances and all future current earnings. No. 2 Account was to 
hold the remainder of the accumulated balances. A sum of £35 
millions was to be transferred to the credit of Account No. 1. This 
amount was designed to meet the estimated deficit in India's 
balance of payments on current account from 15th July to 31st 
December, 1947. A further amount of £30 millions was to be 
placed to the credit of Account No. 1 as a working balance to be 
used to meet any temporary deficit in India's available means of 
payment abroad. 

This agreement was renewed in January, 1948, subject to minor 
changes for a further period of six months. As the agreement 
was to terminate in June* 1948, a new agreement was signed on 
9th July, 1948. The following were the main features: A sum of 
£100 millions or Rs. 133 crores to be paid in full and final settle¬ 
ment for all the stores and installations taken over on 1st April, 
1947; the United Kingdom Government to he paid a sum of 
£147£ millions or Rs. 197 crores and India to purchase from them 
a tapering annuity beginning with £6,300,000 in 1948 to disappear 
completely in 60 years. The annual liability is of the order of 
millions or Rs. 8 crores. The payment of sterling pensions 
to be met by the capital payment from the sterling balances. The 
liability of the provinces in India is of the order of a little Under 
a million pounds a year or Rs. H crores and it was agreed to 
purchase a sifoilar annuity regarding these pensions. The pay* 
mem on this account was to be £20| millions or Rs. 27 crores; 
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the final accounts of the undivided Government of India for 1946-7 
showed that a sura of £49 millions or Rs. 65 crores remained due 
from foe United Kingdom under the plan for the allocation of 
defence expenditure between the two countries. Certain liabilities 
still remained to be met and after allowing for these, the final 
amount was fixed at £65 millions or Rs. 73 crorcs; during the 
period of three years from 1st July, 1948, the U. K. was to release 
a sum of £80 millions, in addition to which India was to carry 
forward an unspent balance in account No. 1 of £80 millions out 
of the previous releases. 

The total sterling balances were shown at £1,160 millions and 
the amount estimated at £800 millions remaining after payment 
for the military stores and installations and the purchase of 
annuities for pensions and the transfer of Pakistan’s share to her 
would be available for meeting the country’s requirements of 
foreign exchange. In 1948, a sum of £15 millions or Rs. 20 crores 
was to be made available for the first year, at the end of which 
the position was to be reviewed. 

Under the Indo-British Sterling Balances Agreement for 
1948-49, it was agreed that India would draw £80 millions for die 
period ending June, 1949, besides £80 millions outstanding from 
the previous agreement. India’s withdrawals until the end of 
April, 1949, however, exceeded the specified amount by £40 millions 
—due mainly to abnormal imports. This heavy drawing was 
viewed with concern and it appeared that further withdrawals 
would be difficult for some time. Therefore fresh negotiations 
arc now taking place in London. It may be observed here that 
in the current year ended 31st March, 1949, India also drew from 
the International Monetary Fund nearly 100 million dollars, the 
amount being available as loan. 

Analysis of the Pakistan Budget of 1949-50 s— -Revenues 
were estimated for 1949-50 at Rs. 70 25 crores against Rs. 58 70 
crores in the previous year and these estimates included the net 
receipts of the Railway and the Posts and Telegraphs Departments 
after allowing for their working expenses. There was an improve¬ 
ment of Rs. 4 5 crores under Central Sales Tax, which was. 
introduced from 1st April, 1948. The sales tax in Pakistan has 
been centralised, by arranging to pay the provinces half of the 
total collections in their respective areas minus the costs of 
Dollection. 
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Excluding die working expenses of the Railways and the Posts 
and Telegraphs Departments, expenditure was estimated at 
Ra. 69 26 crores, thus leaving a surplus of Rs. 99 lakhs. After 
taking into account the cost of of the implementation of the 
recommendations of the Pay Commission, the surplus was ton- 
verted into a deficit of Rs. 3 01 crores. Which was covered by 
additional taxation, leaving a surplus of Rs. 226 lakhs. The 
budgetary position is summarised as follows:— 


Budcet Estimates for 1949-50 (In crores of Rupees) 


Receipts’. 

Customs ... . . 28 00 crores 

Central Excises . . 5 55 „ 

Income and Corporation 
Taxes ... . 9 00 „ 

Sales Tax ... ... 8 00 „ 

Salt . . 3-65 „ 


Percentage to Total. 
39 9 
79 

12*8 

11-4 

52 


(Total Revenues estimated at Rs. 70 25 crores). 


Expenditures'. Percentage to Total. 

Civil Expenditure . 22 04 crores 318 

Defence Service ... 47 22 „ 68'2* ' 

(Total Expenditures estimated at Rs. 69 26 crores). 


The budget increased the import duty on manufactured 
tobacco to Rs. 16-4-0 per lb., making similar increases in the duties 
on cigars and cigarettes, and to increase by 15 per cent, ad valorem 
the existing import duties on fabrics made of silk, fabrics con¬ 
taining gold or silver thread, articles plated with gold or silver 
and certain other luxury items. Import duties are collected on 
non-essential imports from India. Exemptions include all cotton 
piecegoods whose value is less than Rs. 1-8-0 per yard. Thus all 
, except the most expensive varieties of cotton cloth continue to be 
imported free of duty, and there should be no increase in the 
sale price of the types of doth which are mainly used by the 
poorer classes. Even in the case of cotton doth whose value is 
more than Rs. 1-8-0 per yard it was proposed for the present to 
only the preferential rates of duty, which range from 15 to 
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21 per cent, ad valorem. It was also proposed to apply only the 
preferential rates to artificial silks and certain other fabrics. 
Tobacco manufactures are another class of goods which are liable 
to reduced rates o£-*duty on import from India. It was proposed 
to charge 10 ptr cent, ad valorem on biris, 15 per cent, on the 
cheaper qualities of cigarettes and 20 per cent, on other tobacco 
products of Indian manufacture. 

As regards the export tariff, it was proposed to levy small 
export duties on cement, fish and bamboos. In the case of cement 
the duty is at the rate of Rs. 10 per ton. The dudes on fish 
are Rs. 5 per maund for fresh fish, Rs. 8 per cwt. for dried fish, 
unsalted, and Rs. 4 per cwt. for dried fish, salted. The duty on 
bamboos is charged at the rate of 10 per cent ad valorem. 

The rate of direct taxation remains unchanged at equal to 
Indian rates, but the taxable minimum for incomd-tax was 
increased from Rs. 2,500 to Rs. 3,000. Additional concessions were 
given regarding depreciation on machinery and plant used i» 
industrial undertakings in Pakistan. Import duties on machinery 
were reduced from 10 to 5 per cent, and import duties on iron and 
copper scrap were remitted, one anna being taken off the kerosene 
duty. The export duty on sheep and goatskins was reduced from 
10 per cent, to 5 per cent. 

The Working of Pakistan Railways .'—Pakistan Railways 
registered a lo?s of Rs. 1 87 crores for the period 15th August, 
1947 to 31st March, 1948 against the loss of Rs. 1 *5 crores assumed 
in the estimates for that period. Conditions, however, soon began 
to improve in many directions And the total gross earnings for the 
current year were placed at Rs. 33 38 crores against Rs. 32'59 
crores originally estimated. With the working expenses at 
32'58 crores, it is expected that the anticipated nominal surplus 
of Rs. 3,000 will be converted into a surplus of Rs. 79'5 lakhs. 
This improvement has been rendered possible by the exercise of 
strict economy in operational expenditure, and increase in receipts 
resulting from larger traffic and due to revision of rates and fares 
and stricter check of ticketless travel. Traffic earnings are expected 
to show a further improvement during 1949-50 and gross receipts, 
in the year are estimated at Rs, 34-5 crores whereas working 
expenses would be Rs. 33'5 crores. The year is thus expected to 
show a surplus of Rs. ! crore which will be converted into & deficit 
of Rs. 82 lakhs on implementation of the Pay Commission’s recoin- 
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mendations. Considering that these surpluses cover the increased 
costs of coal and the loss of about Rs. 1*25 crores per annum that 
used to be incurred on the running of the “strategic lines” and 
that the Eastern Bengal Railway continues to run at a deficit, 
these figures are not so unsatisfactory and bring out the fact that 
the commercial lines as a whole are not running at a loss. Further 
the Railways are carrying a large number of surplus staff. It m 
hoped that with the adjustment of surplus staff and tke exercise 
of economy the picture that is likely to emerge this time next 
year will be more satisfactory. 

The Budget Estimates for the year 1948-49 include a provi¬ 
sion of Rs, 5 5 crores for works chargeable to Capital and to the 
Depreciation Fund. Due mainly to non-availability of materials, 
which are still in short supply, the progress of work has however 
been slower than was originally anticipated and the revised estimates 
for these works are now placed at Rs. 4’19 crores. A provision 
of Rs. 513 crores has been made for the works programme during 
the year 1949-50. Of this amount, a sum of Rs. 1*6 crores will 
be chargeable to Capital and Rs. 3*44 crores to the Depreciation 
Fund. 

The year 1948-49 saw an addition of three lines to the existing 
Railway system. The Sind Section of the Jodhpur Railway has 
been taken over by the North-Western Railway, while the East 
Bengal Railway purchased the Khulna Bagerhat Light Railway 
and the Mymensing-Bhairab Bazar Railway. The survey of a 
suburban Railway for Karachi has been completed by the North- 
Western Railway. On the Eastern Bengal Railway side, surveys 
of Jessore-Darsana and Dacca-Aricha Sections have been sanc¬ 
tioned. Preliminary arrangements for starting land acquisition 
and earthwork on the Jessore-Kaiighat Section of the Jessore- 
Darsana project have been taken in hand. Doubling of the track 
In the Akhaura-Bhairab Bazar Section of the Eastern Bengal 
Railway is also progressing. The Saidpur workshop is being re¬ 
modelled to meet the additional broad-gauge repair requirements, 
while the Pahartali workshop is being rehabilitated to carry out 
meter gauge repairs displaced from Saidpur due to the increase 
in load. 

While the general position of the working of the Pakistan 
Railways continues on the whole to be somewhat reassuring, the 
working of the East Bengal Railway has been far from satisfactory. 
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This Railway registered a loss of Rs. 145 crores in 194748 and is 
likely to show losses of Rs* 139 crores and Rs, 48*31 lakhs in the 
current and die next financial years* 

Financial Relations between Centre and Provinces 
The chief instrument for the regulation of financial rdations 
between the centre and the provinces was the Niemeyer Award* 
but in view of the fact that the conditions on which* the Award 
was based were no longer operating in Pakistan, it was modified 
as follows: 

L It was decided that the Centre should retain the entire 
share of the income-tax receipts for the time being* 

2. Sales tax which was a provincial tax was centralised, and 
the provinces agreed to hand it over to the Central Government 
for a period of two years subject to a portion of receipts being 
remitted to the provinces on an agreed basis. 

3* Finally, the proceeds of the estate duties when imposed 
would be wholly left to the Centre. 

The Centre, however, continued to give the annual subven- 
tion of Rs. 1,00,00,000 to the North-West Frontier Province. The 
Centre has also been giving liberal loans to the provinces. 

Although it has been decided to allocate to provinces half of 
total sales tax collected in their territories minus die cost of collec¬ 
tion, the final allocation of revenues between the Centre and 
Provinces remains as yet in a nebulous state. The Government of 
Eastern Pakistan is demanding the full proceeds of the jute duty 
and a portion of the income-tax collected in its territory and nego¬ 
tiations are proceeding in these^ matters. 

Public Debt of Pakistan It is difficult to assess accu¬ 
rately the public debt of Pakistan, because the portion of the debt 
of undivided India to be transferred to Pakistan has not yet been 
finally settled. 

The position of the undivided Government as on the date of 
partition was that its outstanding liabilities exceeded its assets so 
that ultimately it is the debt that is being divided between the 
two Governments, On a rough estimate the outstanding debt of 
ihe Central Government as on the 14th August, 1947, including* 
n this not merely the outstanding public debt but all its obliga- 
ions to outside parties such as deposits in Postal Savings Banks, 
mtstanding balances of Post Office Cash and National Savings 
Certificates, Provident Fund Deposits of Government servants, the 
37 
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amounts lli^iy to be paid to the British Government for surplus 
stores and Other property acquired by the Defence Services and 
die capitalised value of the liability for pensions in payment on 
the date of partition and pensions earned by serving officers up to 
that date, is likely to be of the order of Rs, 3,300 crores. 

The Government of India's assets on that date are represented 
by the capital spent on the great Commercial Departments like the 
Railways and the Posts and Telegraphs, the Security Printing Press, 
the Irrigation works in the Centrally Administered areas, the Port 
Of Vizagapatam and New Delhi; the buildings, stores and equip¬ 
ment of the Defence Services and the various branches of the 
Civil Administration; the cash balance with the Reserve Bank and 
investments such as the Silver Redemption Reserve and the sub¬ 
scriptions to the International Monetary Fund and the Inter¬ 
national Bank; and the miscellaneous debts due to it such as the 
outstanding loans made to Provincial Governments and local 
bodies and institutions. The total value of these assets is of the 
order of Rs. 2,800 crores leaving a net excess of liabilities over 
assets of about 500 crores. It will be some time before the final 
figures are available and the machinery for obtaining them as 
early as possible is being set in motion. The arrangement with 
Pakistan is that for all assets located in her territory such as the 
Railways and the Posts and Telegraphs system operating in 
Pakistan, the stores and other movable equipment allocated to her, 
the administrative buildings and installations taken over by her 
territory she takes a debt equal to the book value of these assets. 
An exception has been made in the case of strategic railways the 
book value of which, for purposes of the settlement, will be written 
down from a little over Rs. 32 crores to Rs. 14 4S crores. In addi¬ 
tion, Pakistan will take over a debt equal to the amount of the 
cash balance of Rs. 75 crores allocated to her out of the cash 
balances of the undivided Government and 17i per cent of the 
net excess of the Central Government’s liabilities over assets which 
is likely to be of the order of Rs. 500 crores. The total of 
Pakistan’s debt as calculated above will be reduced by the liability 
*he takes over direct in regard to Postal Savings Banks, Postal 
Gash and National Savings Certificates outstanding in her area, 
the pensions of the undivided Government paid in Pakistan and 
the liability for pensions earned by officers who have opted for 
service in that Dominion. For purposes of the fipaneial settle- 
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meat the outstanding debt of die Central Government will be 
valued alter taking into account the interest payments, discounts, 
the date of redemption and so on. Similarly the acturial value of 
the pearionary liability will have to be calculated. The closing of 
die account* for the pre-partition period, without which die out¬ 
standing assets and liabilities cannot be determined, will also take 
some time to complete. It is not therefore possible to give any¬ 
thing more than a very rough indication of the amounts involved 
in the settlement or the share of Pakistan in die outstanding debt, 
Pakistan's share will take the form of an inter-state debt to India. 
On a very rough estimate this debt is likely to be of the order of 
IU. 300 crores, and the rate of interest may be near about 3 per 
cent. Pakistan’s total debt is to be repaid in Indian rupees in 
fifty annual equated instalments for principal and interest. As a 
measure of assistance to the new Dominion in its earlier years 
it has been agreed that the first repayment should commence only 
in 1952. In addition to the Rs. 75 crores given to her out of the 
cash balance of the undivided Government it has also been agreed 
that India would make available to Pakistan a further sum of 
Rs. 6 crores for meeting the expenditure on the setting up of 
Ordnance factories and similar special institutions required by her. 
This amount will also be added to Pakistan’s debt. 


The following table illustrates the permanent debt incurred 
by the Government of Pakistan since its inception. 


Permanent debt 

Amount subscribed 

a 

’Details of Loans; — 

2$% Loan, 1953-54 

(In lakhs of Rs.) 

.. 31,89 

3 % Loan, 1960 

.. 12,73 # 

^ 3 % Loan, 1968 

4,36 

2\% Loan, 19,55-56 

. 11,85 

2|% Loan, 1958-59 

. . 6,76 

3 % Loan, 1963 

2,89 

1£% Loan Free Bonds, 1958 

9 

Total .. 70,57 

It may be observed that these different categories of bans have 

provided instimtional investors with a 

wide choice and will help 
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the development of a gilt-edged market. Although a stock 
exchange has been formed in Karachi it has not yet started 
functioning and it is anticipated that it will be able to begin with 
a fairly good gilt-edged section. 

In order to provide the money market with short-term 
investments, the Central Government issued three months' 
Treasury Bills for the first time in June, 1948. Due to the large 
demand for short term investments, the fortnightly tender for 
Rs, 25 lakhs was made weekly, the weekly tender being subse¬ 
quently raised first, to Rs. 50 lakhs and then to Rs 1 crore. The 
weekly auction of the Treasury Bills was continued upto the first 
week of November, 1948, then it was suspended due to the 
pressure on the money market caused by the seasonal financing 
of cotton and jute crops. During the period, the total amount 
offered for sale and accepted was Rs. 10*50 crores against Rs. 37*7 
crores tendered for acceptance, the average rate of interest for 
accepted tenders being annas 0-7-2 per cent. The successful 
floatation of Treasury Bills gave further evidence of the confi¬ 
dence reposed by the market in the strength and stability of 
country’s finances. Ad hoc Treasury Bills aggregating Rs. 10,89 
crores were also created during the year to finance the scheme 
for the funding of the Sterling Pensionary obligations. The out¬ 
standing balance of Treasury Bills at the end of 1948-49 is 
estimated at Rs. 11'29 crores. 

Economy Committee of Pakistan t —'The Committee re¬ 
commended economies amounting to about Rs. 37 lakhs in a, full 
year, of which Rs, 23 lakhs is represented by the cost of the 
Resettlement Department and its employment exchanges. The 
Committee recommended that these exchanges should be handed 
over to the provinces in whose sphere of responsibility they really 
lie and that it should be for the Provincial Governments to decide 
if their continuance is necessary. The suggestions of this Com¬ 
mittee have been given careful consideration by the Government 
and although decisions have not yet been taken on all points it 
is expected that the Government will be able to effect savings of at 
least Rs. 33 lakhs per annum in Central Expenditure, including 
23 lakhs on the Resettlement Department. 

Sterling Balances of Pakistan r-The Anglo-Pakistani 
Sterling Balances Agreement negotiated earlier provided for die 
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release of Pakistani balances on a slx-monthly basis and for six 
months ended 30th June, 1948, the results indicated that Pakistan's 
earnings of sterling exceeded her expenditure by Rs, 21 crores. 
This was inevitable as the period under review was one of un¬ 
precedented exports of jute and cotton. The operation of the 
system of six monthly releases was not found to be satisfactory 
as it did not permit of advance planning. The fresh Agreement 
with the Government of the United Kingdom, which was nego¬ 
tiated in London in summer 1948, provided for releases being 
made on an annual basis. The main terms of this Agreement 
were that for the year ending June, 1949, a sum of £5 millions 
was released for current transactions and provision was also made 
for the further transfer of another £5 millions for making 
essential purchases for the resettlement and rehabilitation of 
refugees. This sum would continue to be available up to the end 
of June, 1951* From within the balances available in the No. 1 
Account, the U.K. Government agreed to make the equivalent 
of a sum of £5 millions available to Pakistan in hard currencies 
for the year ending June, 1949. In order to enable Pakistan to 
prepare plans in advance, the U.K. Government gave an under¬ 
taking that, in addition to the balances existing in Pakistan's 
No. 1 Account, further sums of at least £5 millions would be 
released during each of the two years ending in June, 1950 and 
1951, 

Complete agreement was also reached in regard to Defence 
Stores and Installation built or acquired by the U.K, Government 
in undivided India during war-time. The amount payable to the 
U.K. on this account was assessed at £100 millions* It was agreed 
between India and Pakistan that the initial payment for these 
assets would be made to the U.K, Government by India and the 
value of Defence Stores in Pakistan and of U.K* stores either 
located in Pakistan on the day of partition or transferred 
to it by India in accordance with partition arrangements would 
be reimbursed by Pakistan to India in blocked sterling. As part 
of these arrangements, it was also agreed that a share of the 
recoverable war expenditure payable to undivided India should 
be refunded by the U.K. Government directly to Pakistan and she 
would receive in blocked sterling a sum of about Rs. 11 crores on 
this account during 1948-49. In regard to Sterling Pensions pay¬ 
able by the Pakistan Central and Provincial Governments, it was 
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agreed that m amount in blocked sterling equivalent to Rs, 
orores should he funded with H.M.G. in return for which that 
Government would make available to the Pakistan Government 
sterling Annuities during the next fifty years to enable pensionary 
and provident fund liabilities being met from year to year. This 
arrangement for the utilisation of a portion of Pakistan's blocked 
sterling should, on the whole, be regarded as satisfactory, parti¬ 
cularly, as the amount funded carries interest at 1 per cent which 
is slightly higher than the rate of interest earned by the Sterling 
balances. 

The extension of the Anglo-Pakistani financial agreement 
and the amounts to be released from Pakistan’s sterling balances 
after 30th June, 1949, were discussed recently between the U.K. 
and Pakistani delegations. It was arranged that Pakistan would 
obtain a release of another £10 millions from her blocked balances 
of about £156 millions. She is reported to have used the £15 
millions received last year for the period ending on June 30 of 
1949. Pakistan requested that it be agreed by Britain that: 
Pakistan can convert £10 millions, when released, into dollars 
for purchasing capital goods from hard currency areas. 



CHAPTER XXIV 

INFLATION, PRICE CONTROLS AND FAMINES 
Inflation in India 

Inflation has become almost a household word in India* 
People instinctively understand by it a state of condition in which 
they live at present. EveryIxxiy finds it extremely hard to make 
two ends meet, because prices of all commodities continually rise 
and in spite of best efforts, expenditure always lags behind income. 

This is no doubt a correct appraisal of the present infla¬ 
tionary situation, although inflation is really a monetary nomen¬ 
clature, Inflation implies an economic condition in which the 
total volume of money exceeds the available supply of goods* 
Under such circumstances, prices of commodities will naturally 
rise and to-day we find that price rises are distinctly apparent in 
all sectors of our economic life. This may now be illustrated 
from price structures as prevailing in our country. 

The index number of wholesale prices of food is shown at 
306*1 in 1947-48 with 1939 August base equal to 100, industrial 
raw materials 377 5, semi-manufactured articles 261*6, manufac¬ 
tured articles 286 4, miscellaneous articles 456‘2. The combined 
general index therefore comes to 308 2. Or in other words, it is 
clear that wholesale prices of all commodities have risen by over 
200 per cent as compared with the pre-war period of 1939. 

Similarly the index number of retail prices in rural areas of 
food stands at 166’3 in 1947-48 with 1944 base equal to 100, fuel 
and lighting 119*3, clothing 109 and miscellaneous articles, 128. 
Even in rural centres prices of commodities must have gone up 
by cent per cent as compared with the pre-war period of 1939, 

An examination of the details of prices of certain important 
articles will be rather useful We shall now mention the prices 
of these articles as they were found in 1947, haring taken the 
corresponding prices of ail the items to be 100 in August, 1939, 
Rice 333, Wheat 373, Tea 246, Coffee 342, Sugar 212, Tobacco 692, 
Cotton 194, Raw Jute 412, Linseed 428, Pig Iron 1|7, Coal 374, 
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Raw Wool 277, Hides and Raw Skins 205, Kerosene 147, Petrol 166, 
Cotton Manufactures 262, Jute Manufactures 503, Cement 197, 
Galvanized Corrugated sheets 229 and Leather 317, 

These big increases in prices of articles have naturally meant 
great hardships. As incomes of the general masses could not 
rise proportionately everyone is feeling the pinch. How living 
expenses have mounted up will be illustrated if we look at the 
cost of living index figures. 

The middle class cost of living index in Calcutta shows a 
rise from 100 in August, 1939 to 333 to-day. The expenditure on 
food increased by over 300 per cent, fuel and lighting cent per 
cent, clothing 200 per cent and miscellaneous about cent per cent. 
Similar rises have occurred throughout India. 

The present cost of living index of a worker in Bombay 
stands at 307 against 100 in 1939 August, Alimedabad 336, Shola- 
pur 412, Kanpur 462, Nagpur 379, Jubbulpore 404, Madras 312, 
Delhi 141, Ajmer 158, Gauhati 116 and Calcutta 360. In almost 
all cases everybody’s living expenditure has risen by 200 per cent. 
The expenditure on food in Calcutta reveals a rise of over 300 
per cent, fuel and lightning 100 per cent and clothing 500 per cent. 

It will be interesting however to know that authorities in 
foreign countries have effectively controlled the inflationary spiral 
following the last World War, e.g., wholesale prices index rose 
from 100 in 1939 to 189 in 1947 in U.K. and from 79 in 1926 to 152 
in U.S.A., while the cost of living index increased in U.K. from 
101 in 1939 to 131 in 1946 and in U.S.A* from 101 in 193 9 to 159 
In 1947. 

The price of gold in India ha*s gone up from Rs. 37 in 1939 
to about Rs. 115 in 1949 and of silver from Rs. 45 in 1939 to 
Rs. 175 at present. 

Prices of gilt-edged securities and industrial equities have 
exhibited similar upward trends. Thus for example Government 
securities Index has risen from 100 in 1939 to 106*8 after touching 
II 1*3 in 1946, whereas all other variable yield securities show an 
increase from 100 in 1939 to 207*3 to-day, after breaking £t one 
time the peak of 450 in the middle of 1946. We however know 
that the present recession in this sphere of economic life is father 
Unusual due to special factors. 
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It i$ therefore perfectly clear that inflation is writ large in 
our present economic set-up. One is naturally curious to know 
how this has happened in our country. Inflation fundamentally 
implies surplus purchasing power in the country relative to the 
availability of commodities. In India inflation originated from 
the decision of the Government of India during last war to 
continue issuing paper currency against deposits of sterling by 
His Majesty's Government in London to cover their war pur¬ 
chases and other war expenditures in India. The expenditure 
thus incurred totalled about Rs. 1.740 crores which being added 
to the continued war budget deficits showed an aggregate of 
Rs. 2,535 crores. This was however decreased by Rs. 1,236 crores 
on account of subscriptions to Defence Loans and small savings 
to Rs. 1,299 crores. which represented the inflationary gap, and 
this was covered by the issue of new currency. As this was not 
followed by corresponding increases in the supply of goods, India 
was faced with a crisis of continually rising prices. The vacuum 
between the expansion of currency and the dedining volume pf 
production along with reduced imports of consumers’ goods con¬ 
tinued to persist and the currency expansion was particularly large 
during 1947. The total note issue in June of 1948 stood at 
Rs. 1350*94 crores, out of which Rs. 1319*86 crores were in circula¬ 
tion against Rs. 182*36 crores in 1938-39. This means that the 
total volume of currency in circulation is nearly up by 724 per 
cent as compared with the pre-war figures. Out of this aggregate, 
deposits of the Central Government accounted for Rs. 220*03 
crores, other Government accounts Rs. 2H9 crores and Banks 
100*90 crores. It therefore means that there are now about 
Rs. 864*22 crores in the hands of the people as compared with 
Rs. 150*52 crores in the pre-war period of 1938-39. 

Looking at the supply of consumers’ goods, it will be dearly 
evident that this has lagged far behind the increase in monetary 
supplies and consequently prices have exhibited an all-round rise 
with concomitant ills. 

The supplies of consumers’ goods flow from local production 
and foreign imports. 

Industrial production to-day does not show much improve¬ 
ment as compared with the pre-war period and is actually less than 
what it was in 1945-46. If we take 1939 August equal to 100, the 
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combined index number of industrial production stands to-day 
only at 105*8, The rise in cotton industry is from 100 in 1939 
» to 152*2 in 1948*49, jute 115*8, steel ingots 138*4, pig koo 94*2* 
cement 103*9, paper 128 and coal 130 7. 

Agricultural production has neither increased proportionately 
and food deficits have been met in this country by large imports. 
The acreage under rice in 1942-43 stood at 79,052,000 qcrtB* 
compared with 58,909,000 acres in 1938-39, wheat 35,305,000 acres 
(26,847,000 acres) and total acreage of foodgrains (cereals only) 
212,036,000 acres (167,307,000 acres). Total production of rice in 
1942-43 was 26,594,000 tons, compared with 19,548,000 ton® in 
1938-39, wheat 11,242,000 tons (7,279,000 tons) and total cereals 
58,726,000 tons (43,835,000 tons). The picture becomes more com¬ 
plete if we look at the progress of other categories of agricultural 
production. The area sown under foodgrains was shown at 
260,480,000 acres in 1945-46, compared with 198,009,000 acre® in 
1938-39, oilseeds 24,509,000 acres (22,872,000 acres), cotton 14,480,000 
acres (17,796,000 acies), jute 2,422,000 acres (889,000 acres) sugar¬ 
cane 3,847,000 acres and tobacco 1,220,000 acres (938,000 acres). 

* The total volume of imports has neither proportionately 
increased. Although imports rose from Rs. 151*88 crores in 1938*39 
to 398 09 crores, import price index also increased from 67 in 
1938-39 to 177 in 1946-47. So there is little improvement in the 
total volume of net imports. 

Although a large volume of money is chasing a shorter 
supply of goods, we should not overemphasise the monetary side 
of inflation. It should be dearly understood that the excess* 
purchasing power in the context of the present situation is purely 
relative to the existing volume of consumers" goods. It may be 
Useful to observe that we have in India only Rs. 40*8 circulating 
per individual, whereas there are Rs. 526*9 in U.S.A. and Rs. 369 1 
in U.K. In applying any correctives to the present malaise, we 
must remember that the problem is essentially one of poor pro¬ 
duction. It is no doubt true that present hardships can be partly 
relieved by reducing the volume of money in circulation, we must 
proceed in this direction with utmost care and attention, because 
fhe monetary mechanism h an extremely tender plant. As our 
re&l objective is to secure full employment and ensure maximum 
well-being of the masses, the real remedy consists in increasing 
overall production in the country. 
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It Is gratifying to observe that the Government of India h&w 
announced their determination to fight inflation and have already 
made known their anti-inflationary policy, which is realistic and 
businesslike. The Government is determined to dimimte all 
avoidable expenditure. Already several high level committees 
are working up the priorities for various schemes. Projects which 
can be deferred will not be proceeded with. It has also been 
decided that the budgetary gap between revenue and expenditure 
this year should be reduced as far as possible both in the Centre 
and the Provinces. From next year, every effort should be made 
to provide surplus budgets. This is indeed bold. Although the 
Economy Committee has been exploring possible cuts in expendi¬ 
ture, the presentation of a surplus budget in the near future 
appears to be rather difficult in view of the enormous drain on 
food imports, commitments in Kashmir and expenditures on 
refugees" account. 

Small Savings drive has been intensified with wider Post Office 
facilities for small investment. The maximum permissible limit 
for investments in Postal Savings Banks has been raised from 
Rs. 5,000 to Rs. 10,000 and in National Savings Certificates from 
Rs. 15,000 to Rs. 25,000. The Government have also been issuing 
Treasury Deposit Receipts on favourable terms for 6, 9 and 12 
months to cater for institutional investors seeking short term 
investments. 

The progress of the Estate Duty Bill now before the Consti¬ 
tuent Assembly will be expedited. 

The Government also propose to regulate and prevent specula¬ 
tion in commodities. With wide powers given to the Reserve 
Bank of India, it may be expected to regulate bank credits 
according to normal requirements. 

Increase of production is really the fundamental remedy. 
There must be a supply of sufficient consumers" goods. 

In order to stimulate production it has been decided that 
beginning with the assessment for the year 1948*49, depreciation 
will be allowed on new buildings, plant and machinery set up on 
or after 1st April, at double the existing rate for the first five 
years and thereafter at the prescribed rate, subject to the condi¬ 
tion that the total amount of depreciation does not exceed the 
original cost of the assets, For factories working on triple shift. 



INDIAN AND PAKISTANI ECONOMICS 


additional allowance will also be given up to the maximum o£ 
100 per cent of the normal* 

In order to promote the installation of new machinery, it 
has been decided that if after a period of five years the price of 
machinery falls below the original cost, the difference between 
the written-down value of the asset and the corresponding value 
at the^reduced price will be allowed as additional depreciation. 

For new industrial undertakings of specified categories which 
commence production within a period of three years from 1st 
April, 1948, exemption of income-tax will he allowed for a period 
of five jcars on the profits up to a limit of 6 per cent per annum 
of the capital employed in the undertaking. If in any particular 
case the period of three years within which production should 
commence proves inadequate, the Government propose to con¬ 
sider the question of extending it at the appropriate time. It is 
also proposed to scale down customs duties on imports of machi¬ 
nery and industrial raw materials. The business community 
should appreciate these gestures of goodwill and co-operate with 
tire Governmental anti-inflationary programme. 

Although it has been decided to postpone the repayment of 
Excess Profits Tax Deposits and of refundable E.P.T. for a further 
period of three years, business expansion will not suffer as the 
above provision will not apply if capital is utilised for financing 
purchases of capital goods. 

The Dividend Limitation Act as an anti-inflationary measure 
has been of great topical interest. It is limited to public com¬ 
panies and provides that in future the amount distributed as 
dividend should be limited to the average annual amount distri¬ 
buted in cash in the two years ending March, 1948 or 6 per cent 
of the paid-up capital of the company, whichever is higher. In 
calculating the amount of the average dividend distributed in the 
past two years, adjustments will be made for any alteration m 
the paid-up capital. The rights of holders of preference shares 
Will not be affected, but the return on future issue of such shares 
Will be limited to 6 per cent. The above certainly does not clarify 
the position of several companies, which have increased their 
capital meanwhile and it is difficult to say how adjustments will 
be made, although the Government have reassured that if the 
past of profits is maintained, investors will continue to 
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receive practically the same return on their capital as they have 
been pairing hitherto. In addition there are companies which 
have issued only three half-years’ reports in the basic two-year 
period, while there are others who have published only one year's 
accounts between April, 1946 and March, 1948. A good deal is 
therefore going to depend upon departmental interpretation of 
* the Act. 

% The Government of India realize that, in a matter of this 
kind affecting hundreds of companies, the application of any 
single formula to regulate the distribution of dividends may result 
in anomalies or hardships in a few cases and that in special 
drcUmstances exceptions may have to be made. They have* 
therefore, taken power to do so in the Act. 

* A notification under the Capital Issues (Continuation of 
Control) Act, 1947, has also been issued under which the Govern¬ 
ment have taken power to control the issue of bonus shares in 
all cases to prevent any attempt to evade the provisions of this 
Act, Hitherto any bonus issue exceeding Rs. 5 lakhs was only 
regulated by the new Capital Issue Rules. Henceforth all bonus 
issues will be controlled under the above provision. 

It is their intention to administer the new control with ^ 
flexibility and fairness. Their aim is to stimulate production by 
strengthening industry in every possible way while securing a fair 
return to the investor* This dividend limitation is intended to 
last for two years. As a corollary to this provision, it is also 
necessary to put a ceiling on wage increase. Any rise in wages 
and salaries above a specified limit should be deferred in payment. 
That the Government appreciate this point of view is evident 
from their policy statement regarding uniformity in industrial 
disputes legislation. The Central Government are convinced of 
the imperative need for uniformity in legislation regarding 
industrial disputes and its application. Divergent policies and 
uncoordinated action in this matter can result in embarrassing 
repercussions on the economy of the country at the present junc¬ 
ture. Alongside, therefore, of the Government’s declared policy 
n this matter, they intend to take measures by legislation and 
>therwke to ensure that uniform principles will be adopted, under 
he overall control of the Central Government, in the' reference 
»£ disputes to adjudication, and the provision for the review of 



t 


, INDIAN AND PAKISTANI ECONOMICS 


awards by a statutory authority. This is extremely reassuring 
for foe imsWfcs community, harassed by varying judgments and 
awards in similar industrial disputes. 

Among the major bottlenecks hampering production, lack 
of confidence ranks pre-eminent. Confidence is a tender plant 
and should be carefully nursed. Private initiative should be 
revitalised and a revision of the present tax structure may be 
helpful in this direction. * 

Along with industrial production, there must be an all-out 
effort to step up agricultural production. The Grow-more-food 
campaign should be more vigorously and effectively pursued. 
As big multi-purpose projects like the Damodar Valley and 
Mahanadi will take time to materialise, attempts should mean¬ 
while be made to expand cultivation with our available resources/ 
Cultivators should be provided with scientific manures and good 
varieties of seeds. Fallow lands should be brought under cultiva¬ 
tion. The refugees may be mobilised in this direction and 
advantages of the co-operative movement can be fruitfully utilised 
at this opportune moment. 

Neither Industrial production nor agricultural can expand 
forthwith like magic as there are limitations to be reckoned with 
eg., non-availability of capital goods from abroad and lack of 
locomotives, and so a more liberal policy should be adopted in 
the importation of consumers’ goods. 

There is no denying the fact that profiteering and black¬ 
marketing have made the inflationary problem worse in this 
country. Control and rationing should be introduced in ail 
essential commodities of life eg,, food, fuel, sugar, cement, steel 
and cloth. No measure is likely to succeed, unless there is a 
general lowering down of the cost of living. It will be extremely 
useful to remember, that controls failed in the past essentially 
due to bureaucratic corruption and incompetence. So utmost 
vigilance should be exercised in administering new systems of 
controls. Every anti-social activity must be ruthlessly dealt with. 
Tax-dodging in the past also added to the inflationary spiral 
and every Government should tighten all belts to stop leakages* 



The following interesting tables are reproduced: —* 

TABLE I 

Index Numbers of Wholesale Prices and Security Prices 
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TABLE n 

Index Numbers of Retail Prices in Rural Centres 

Base: 1944=100 
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v Price Controls in India 

Prices Of commodities in India disclosed an upward modency 
. on the outbreak of World War II and the Government stepped 
in to control prices, but the measures adopted by the Government 
being half-hearted proved abortive in practice. Powers were 
delegated in September, 1939, to the provincial Governments to 
fix maximum prices of certain selected necessaries of life so that 
they did not exceed the pre-war prices by more than 10 per cent, 
but in practice prices rose sharply despite Governmental efforts, 
because the Provincial Governments had no authority to execute 
their decisions. Then after a temporary set-back, prices disclosed 
a continued rise and reached giddy heights by the end of 1941. 
The Central Government therefore deemed it proper to adopt 
the policy of fixing maximum wholesale prices of certain staple 
commodities on an all-India basis, but the experiment in wheat 
soon showed that while by issuing Ordinances the Government 
could fix prices, the problem of enforcing the prices so fixed had 
still to be tackled. After the fixation ol wholesale prices of wheat, 
the commodity disappeared from the open market and was sold 
in the black market at continually rising prices. It also encouraged 
hoarding in anticipation of better prices. The Government was 
ultimately obliged to decontrol wheat and suffered a serious moral 
defeat on this control front. After this the Government con¬ 
fined it$ activities to threats and warnings, which were unheeded. 

The next stage in the evolution of price control policy was 
the grant of powers to the provinces to fix maximum retail prices 
of certain selected commodities and they were also empowered to 
compel merchants to declare their stocks, to introduce a system 
of licensed dealers, to undertake a drive against hoarding and to 
arrange for the sale of certain commodities through the agency 
of the Government shops. The Central Government became the 
co-ordinating agency in securing supplies to deficit areas from 
surplus provinces. In order to minimise the pressure on transport, 
the country was Sub-divided into a few major regions, each of 
which was expected to be self-sufficient regarding food require¬ 
ments. 

Although tfio new policy partly appreciated the necessity 
of controlling distribution as a necessary adjunct to price control, 
the policy was defective in several respects. Different maxima 



I 1* 

INfXA-nON, PRICE COCTROL AND FAMINES S95 

{ 

were fixed by provinces, even for several districts within a province* * 
The administrative machinery which was entrusted with the task 
of execution was inefficient and corrupt and in consequence 
almost ad controlled commodities went underground and eon* 
mmers had to buy them from black market at fancy pices, The 
situation in regard to staple commodities worsened, owing to 
lack of inter-provincial co-ordination. Surplus areas were reluc¬ 
tant to sell to deficit areas at reasonable prices and in consequence 
Bengal, Bombay and Madras were confronted with famine, 
starvation and death. The situation was rendered worse by lack 
of transport. An inefficient and corrupt bureaucracy entrusted 
with the task of procuring and distributing supplies deepened the 
malady further and the distress of the population was unlimited. 

After a period of chaos, certain reliefs began to emanate 
from the Government measures, which showed gradual improve¬ 
ment. The Government subsequently attempted to control 
demand by prohibiting certain uses to which certain specified 
articles might be put, licensing certain other uses and rationing 
essential commodities like food grams and kerosene in important 
urban areas. Measures were adopted in some provinces to 
increase production, improve procurement, and provide reliable 
distributing centres run by, or under the control of, the Govern¬ 
ment. Controls were imposed on petrol, kerosene, sugar, paper, 
jute—raw and manufactured, raw cotton and cotton doth. The 
problem of cotton doth control presented serious complications, 
because die production and distribution of doth involved a 
\anegated process. So far the Government attempted to control 
cloth prices by imposing controls on production and distribution, 
lea* mg the demand free. This was possible because during this 
period, the cloth shortage was due not to scarcity in an absolute 
sense, but owing to large scale hoarding. The authorities were 
able to reduce prices substantially by licensing all dealers, whole¬ 
sale and retail, fixing and stamping ex-mill retail prices on each 
piece of doth, restricting the holding of stocks, requiring com¬ 
pulsory returns of unsold stock, etc. Offenders were severely 
dealt with by cancelling licences, freezing stocks and in certain 
cases the Government assumed the control of doth mills, 

A large variety of goods however escaped control until the 
issue of the Hoarding and Profiteering Prevention Ordinance of 
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1943. The General Government were henceforth able to assume 
wide powers in this field. The Ordinance authorised the Govern¬ 
ment of India to fix the maximum price of any article and where 
no maximum was fixed, the price charged was not to exceed the 
amount represented by an addition of 20 per cent or the addition 
allowed by normal trade practice, whichever was less, to the 
landed cost of the article in case of an imported article and the 
cost of production of the article in the case of a domestic product* 
The Controller of Civil Supplies was empowered to fix the maxi¬ 
mum quantities of any article which might be held by dealers or 
sold by diem to one customer. He was also authorised to require 
dealers to declare possession of excess stocks, mark prices on the 
articles, exhibit price lists, give a cash memo for each sale and 
keep records of all sales. Although maximum prices of several 
articles, e.g., medicines and drugs, razor blades, fountain pens, 
mill-stores, footwear, etc., were fixed, it was not possible to 
ensure regular supplies in the open market. Black marketing 
became an outstanding feature during this period. 

The policy of progressive decontrol was introduced by the 
Government after December, 1947, at the instance of Mahatma 
Gandhi in anticipation that prices would decline with the release 
of hoarded stocks. In practice however decontrol was followed 
by severe rises in prices. Although the price of sugar rose 
sharply, it was subsequently reduced. At present, sugar prices 
are showing a downward trend and the trade is making attempts 
to regulate prices \ohmtarily in order to keep the same within 
reasonable limits. 

The textile decontrol brought about such a steep rise in 
prices that the Government was obliged to reimpose controls. At 
present the cotton textile industry is substantially controlled by 
the Government in regard to production, price and distribution. 
Although doth rationing was introduced in some areas, the 
distribution of cloth is being gradually decontrolled, following 
an easier doth supply position. Prices of raw cotton are also 
controlled. Controls imposed upon prices and distribution of iron 
and steel during the war period are being continued. 

The problem of food is very acute and in order to assure 
the supply of a minimum quota of food at a reasonable price to 
every individual, the Provincial Governments have been practising 
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rationing in almost all urban areas. In addition to securing their 
own quotas of imported food, from the Central Pooh provinces 
have also their own procurement arrangements* Provincial 
procurement schemes are meeting resistance from primary pro¬ 
ducers and Governments should try to facilitate procurements by 
fixing economic prices. 

Pakistan t—The problem of inflation is also very acute in 
Pakistan* High prices of food are pressing hard on the people* 
The Government of Pakistan has been trying to face the crisis 
by rationing food articles in principal urban areas and regulating 
the distribution of selected articles at controlled prices. 


Famines in btcUa 

Analysis of famines t— As agriculture is the principal 
economic occupation of the Indian population, famines are 
primarily due to the failure of crops, following chiefly lack of 
rains. Excessive rains or floods are also causes of famines, but 
the damages caused thereby are remediable with comparative ease. 
Although locusts, insect pests and various kinds of fungi partly 
account for the failure of crops in India, they do not actually 
brmg about famine conditions as havoc caused by them is 
limited. In earlier days, famines meant starvation and deaths 
from hunger due to shortage of food. This concept of famines 
has undergone a fundamental change during recent times. In 
modern days, scarcity of food is a relative term. The entire world 
is now closely inter-linked by improved and quick means of 
communication and the deficit of food in any particular area can 
be met by imports from surplus areas. A food shortage in the 
modern sense really means lack of resources to procure food and 
so famines now actually imply lack of purchasing power. 
Nevertheless the Scourge of famines remains in this country, 
which is proverbially poor. As the bulk of the Indian population 
live on the verge of starvation, famines are common events in 
this country and people generally use the word “famine” when 
there is actual mortality from hunger and other concomitant 
evils. 

The economic consequences of famines are disastrous. 
Although mortality does not follow modem famines, the demorali- 
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sation caused by^this malady is very serious. Inyambly epidemics 
follow ip the Wake of famines and take a heavy toll of deaths, 
because the people who live in semi-starvation lose powers of 
resistance. The survivors lose health, vigour and efficiency. 
Food f&mioes are often accompanied by fodder famines, which 
destroy the cattle resources. Famines therefore cut at the root 
of our agriculture. With diminished purchasing power in the 
rural areas, industries and trade suffer. Public finance is dis¬ 
organised as revenues decline, while expenditures mount up, 

History of Famine Reliefs Severe famines occurred in 
1291, 1555 and 1630 and during those days, reliefs were essentially 
local in character due to lack of communication and were in con¬ 
sequence partial and ineffective. Central granaries at the capitals 
which were maintained as war-chests used to be utilised to feed 
the starving population during famines. The construction of 
public works e.g., canals, tanks, roads, the erection of temples and 
mosques and the building of ports or places at public expense 
gave employment to the people in order to mitigate distress. 
Kings occasionally practised private charity to relieve sufferings.* 

During the regime of the East India Company, famines took 
place in 1770, 1784, 1802, 1824 and 1837 and there was widespread 
devastation and no mentionable measure of relief was undertaken. 
Motivated by the selfish instinct of exploiting the country, the 
East India Company paid no attention to the suffering of the 
people. The East India Company was pre-occupied with political 
manouvring and made huge profits, while the inhabitants of the 
land died of starvation in large numbers. During the end of 
its regime, the East India Company vaguely acknowledged its 
responsibility in the matter of famines and adopted only half¬ 
hearted measures e.g., regulation of prices and trade in corn* 
construction of public works and encouragement of emigration* 
The lack of a defined famine policy was an outstanding feature 
of the East India Company’s rule. 

The evolution of a proper system of famine relief, insurance 
and prevention began after 1858 through a period of trials and 
ertors. Notable among famines were those of north-west India 
in 1860, of Orissa in 1865, of Rajputana in 1868, of Bihar in 1873, 
of South India in 1876 and the two widespread famines of 1896- 
1900 which affected various parts of India, including Bombay* 

V 
1 1 * 
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Madras and Cteuftal Provinces. Hie Orissa famine of 1865 affected 
five crores of people and wis responsible for a heavy mortality 
exceeding ten lakhs. The great loss of life led to an inquiry 
presided over by Six John Campbell and die Government under¬ 
took to save life at any cost. The Government pursued a policy 
of indiscriminate charity and excessive expenditure in the Bihar 
famine of 1873. The South India famine of 1876-8 caused 
a mortality of 52 lakhs. This led to the appointment of the first # 
Famine Commission presided over by Sir Richard Strachey, The 
Government adopted certain measures on the recommendations 
of this commission and these formed the basis of the subsequent 
elaborate machinery of famine relief. The Government intro¬ 
duced in 1878 a Famine Insurance Grant by which a sum of 
Rs. l\ crores was provided in the annual budget of the Govern¬ 
ment of India to be spent on direct relief if there wis a famine 
and on the construction of public works of a protective nature if 
the year was normal. The transport system Was expanded 
through the "new guaranteed railways’. Famine relief measures 
were defined to include provision of work to the able-bodied at a 
wage sufficient to secure health but not ordinary comforts, and 
gratuitous relief to the infirm in their own villages or in poor- 
houses. Provision was made for giving assistance to the land¬ 
owning classes through takkavi loans and suspension and remission 
of land revenue. Famine codes embodying these principles were 
drafted for every province. These codes were subsequently modified 
due to experiences gained in the famines of 1896-7 and 1899-1900. 
The famine of 1896-97 led to the appointment of a Commission 
presided over by Sir James Lyail and it recommended for the 
relief of special classes like weavers and hill tribes, proposed xqles 
for the management of charitable funds and advocated a freer 
grant of gratuitous relief in villages. The extension of decentralised 
relief works was however not favoured. The Maharaja of Jaipur 
donated Rs. 16 lakhs in 1900 to constitute the nucleus of the Indian 
Peoples’ Famine Trust which is used to help the poor from the 
superior classes who cannot accept Government relief in the 
ordinary way. The Famine Commission of 1901 under Sir Antony 
Macdonell stressed the importance of "moral strategy’ or "putting 
heart into the people’. The people should be helped by loans 
and other means immediately if danger is apprehended, prompt 
and liberal distribution of takkavi, early suspm&m of land 
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revenue, and a policy of "prudent boldness* involving a large 
programme of relief, constant vigilfnce and full enlistment of 
non-official support, Hie Commission also urged the necessity of 
tackling effectively a fodder famine to save cattle. It recommended 
the large-scale introduction of co-operative credit societies and 
extension of State irrigation works of a protective character. The 
subsequent famine codes embodying these principles were extremely 
helpful in mitigating the horrors of the famine of United 
Provinces in 1W, Ahmednagar in 1912 and of the severe scarcity 
of 1918 and 1920. The Great Bengal Famine of 1943 ranks among 
major tragedies in the history of the country. It is estimated that 
about a million and a half of the population succumbed to this 
awful catastrophe for no fault of theirs. It Was a man-made 
f famine, which was prevcntible. The crisis followed the bungling 
of both thi Central and Provincial Governments, although the 
latter stood eminently liable for inactivity, corruption and mal¬ 
administration. The Government of India appointed an Enquiry 
Commission under Sir John Woodhcad and it poignantly remarked 
""society together with its organs failed to protect its weaker 
members. Indeed, there was a moral and social break-down as 
well as administrative break-down”. The Commission rightly 
concluded that the state is ultimately responsible for providing 
its members with food. 

The famine relief measures of the Government have been 
elaborately worked out. Preparations are always ready on a large 
scale to meet any contingency. Climatic conditions are carefully 
studied and statistics are collected regarding crops, prices, births 
and deaths. The country is mapped out into lelief circles and 
reserves of took and plants are stocked. Relief works on a large 
scale are kept in hand. As soon as rains fail, the Government 
keeps a dose watch on the situation and tries to analyse symptoms 
like price rises, unemployment, increases in crimes, etc. When 
4 Government sees the danger signal, it declares its general 

policy* The suspension of revenue is announced, loans for agri¬ 
culture are extended, meetings are organised to explain policies 
f of the state and efforts are made to enlist non-official co-operation. 

The inspection of villages is made and registers of helpless persons 
' are compiled. After these preliminaries are done, relief works 
, Test are first darted and if response is encouraging, 

actual relief works as laid down in famine codes are started. 
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Relief camps aye usually instituted from December in order *0 
render gratuitous relief to die people. Village kitchen^ are run 
and poor-houses are maintained in towns. Large relief work* are 
•closed down with the advent of rains and people are moved bade 
to small relief centres near villages in order to make them ready 
to begin their normal agricultural work at an early date. liberal 
financial assistance is provided to enable people to start cultivation. 
Then the relief works are gradually closed down after the autumn 
crop is ripe and gratuitous relief comes to an‘end. It may be 
observed that the medical staff works throughout to prevent the 
growth of epidemic diseases. 

Despite elaborate relief works, the scourge of famine will not 
be eliminated unless there is an overall rise in the general standard 
of living dirough an increase in National Dividend. 


Unemployment in India 

Unemployment in India should be studied in regard to rural 
and urban areas. As the majority of our population live in 
villages and depend upon agriculture, the rural aspect of employ¬ 
ment is of supreme importance in this country. Cultivators in 
India normally have no work from five to nine months during 
the year and then their services could be usefully utilised by the 
development of cottage industries. 

Unemployment in rural areas takes a serious turn when rains 
fail and there is a failure of crops, resulting in famines. 

Unemployment in urban areas may be examined under two 
principal categories, e.g., unemployment amongst industrial 
wprkers and educated middle-dass. Regarding industrial workers 
in India, there is negligible unemployment and effects of such 
unemployment are often mitigated by the fact that any un¬ 
employed industrial worker automatically returns to his village 
home, because most of the industrial workers have close contacts 
with villages. The impact of industrial unemployment is thus, 
spontaneously shifted back to rural areas. As a matter of fact. 
it is often alleged that in India the question of industrial un¬ 
employment does not really arise, because Indian industries are 
handicapped by lack of workers. v 
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The middle-class unemployment has been assuming rather 
serious dimensions in recent years. There is a large number of 
people who have obtained a certain standard of education and 
re main without any occupation. They are normally absorbed in 
cle rical or non-manual jobs. Between 1924 and 1928 a series of 
investigations woe conducted through specially appointed com¬ 
mittees in some of the Provinces e.g., Bengal. Madras, Bombay 
and Punjab a ud also in some of the Indian States like Travancore. 
Among rbc most -recent committees were those appointed by the 
United Provinces Government in 1939 under the chairmanship of 
Bir Tej Bahadur Sapxu, and by the Bihar Government in 1937. 

' >, Ail the investigations dearly show that there is a large volume 
j| ' of unemployment among this class, which discloses a rising 
* tendency. This kind of unemployment among the educated class 
invoi\es not only a huge waste of human resources and untold 
sufferings, but is also a potential menace to the political stability 
of the country. The Sadler Commission rightly remarked that 
"The existence and the steady increase of a short of intellectual 
proletariat, not without reasonable grievances, forms a menace 
to good Government especially in a country where the small 
educated class is alone vocal. It must be an equal menace what¬ 
ever form the Government may assume. So long as the great 
mass of the nation’s intelligent manhood is driven, in ever- 
increasing numbers, along the same, often unfruitful course of 
study, which creates expectations that cannot be fulfilled, and 
actually unfits those who pursue it from undertaking many useful 
occupations necessary for the welfare of the country, any Govern¬ 
ment, however it may be constituted, whether it be bureaucratic 
or popular, must find its work hampered by an unceasing stream* 
of criticism and a natural demand for relief which cannot possibly” 
be met/’ The present subversive activities throughout the country 
fully illustrate the dangers of such unemployment* 

Although the Government of India has been attempting to 
mitigate the evils of such unemployment by trying to find jobs 
through the mechanism of Employment Exchanges, the disease 
requires a far more radical cure. In order to remedy the evils 
of unemployment, it is necessary to change the educational 
* systems in a way that the people may be so trained as to be 
absorbed in industrial and other vocational occupations. 
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The following tables regarding employment are reproduced: 
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Factory Employment 


(In thousands) 
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1941 

220 

19 

8 
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69 

76 
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33 

1942 
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29 

10 
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90 
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5 

37 

1943 
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29 

13 
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7 
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7 

73 
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76 

120 

71 
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82 
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7? 
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93 
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83 

51 

1944 . . i 
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265 

91 
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89 

53 

1945 

2,009 

1,910 

1,011 
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125 
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57 
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2,186 

1.757 
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84 
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96 

55 

1947 . 
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Factory Employment —cantd 


(In thousands} 
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Mining Labgi k 


(Numbers) 
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1 417,023 


255,364 

294,902 

323,992 


8,855 
110,118 
10,162 
>10,332 
> 9,347 
{ 8,166 
! 6,883 
7,043 


& 

OL, 

O 


o 

& 

<u 

CJ 

§3 

«3 

«s 

s 


s 


u 

§ 

& 


3,092 27.4S2 
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Employment Exchanges 



Registra- j 
lions | 

during the 
month 

No, ^ j 
placed in 1 
employ- 1 
meat j 

No. cm 1 
register at j 
the end of 1 
the month 1 

No. of 
vacancies 
oum&nd- • 

Ns 

1948 January *. 

61,702 

16,571 ; 

233,568 

64,959 

February 

50,835 

17,153 ! 

216,551 

65,178 

March .. .. 

58,203 

17,652 | 

211,540 

65,704 

April. 

May 

63,851 

18,581 1 

212,869 

72,333 

68,808 

21,126 i 

210,302 

91,368 

June 

93,907 

25,379 1 

219,714 

88,427 

July . 

87,610 

27,200 

226,449 , 

84,476 

August 

81,993 

27,069 i 

232,738 1 

66,145 

September .. .. 

1 80,253 

26,816 

236,368 

, 60,361 

October 

66,303 

18,535 1 

230,727 

56,855 

November 

1 70,533 

19,568 

228,938 

1 55,043 

December 

84,916 

24,164 

239,033 

55,131 

1949 January 

1 89,158 

24,327 

251,200 

55,950 

February 

' 74,680 

23,311 

249,581 

34,779 

Pakistan s—In order to tack! 

e the problem of unemployment 


the scope of the employment exchanges, which were previously 
concerned with die re-employment and resettlement of ex- 
servicemen only, was increased. Their scope now Includes: 

L The registration and subsequent resettlement of refugees 
who are in need of assistance in finding employment. 

2. The registration and rc-emplovment of ex-servicemen,, 
technical and other Cvssential personnel. 

3. The assistance to employers in finding suitable men, and 
in particular in enabling them to fill the vacancies caused by the 
departure of the non-Muslim staff. 

4. The adjustment and absorption in alternative employ¬ 
ment of the surplus staff of the Government. 

There are 23 employment exchanges in Pakistan and dis¬ 


tributed as follows: 

Sind . 4 

Baluchistan 1 

West Punjab 10 

N.W.F.P. , 3 

East Bengal 4 

Central Exchange (H.Q.) . 1 


Total 23 

Total number registered 2,88,297. 

Total number placed on jobs 93,134, 
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It is proposed to increase the number of these employment 
•exchanges in Pakistan from 23 to 2$, with a view to making the 
service available to a larger proportion of the population. The 
long-term plans include the covering of the whole of the country 
by a network of employment exchanges with an office in each 
•district and important tehsii or sub-division with the following 
objects: 

1. To give Pakistan an integrated nation-wide employment 
service. 

2. To eliminate the evils of jobbers and middlemen from 
which the recruitment of labour suffers at present, by providing 
an impartial service to both employers and workers. 

3. To help industry in obtaining skilled labour and 
technicians. 

4. To help in the location of industry by giving data regard¬ 
ing supply of labour to prospective industrialists. 

5 To increase the efficiency of labour by promoting its 
regional and occupational mobility. 

6. To prepare a man-power budget for the nation, so that 
the best use may be made of the available resources. 

7. To help in the mobilisation of total man-power in the 
•event of a national emergency. 

8. To help workers to raise their standard of living by 
Introducing and administering a scheme of social insurance. 



APPENDIX I 

NEW INDO-PAKISTAN TRADE AGREEMENT 

The Government of India and Pakistan have ratified the trade 
agreement signed between them on June 24 at Karachi for the 
mutual supply of certain essential commodities for the year 
1949-50. The agreement will remain in force for a year from 
June 29th, 

Under the agreement, the Government of Pakistan will 
export to India five items, namely, 450,000 lakhs bales of cotton, 
2,700,000 pieces of hides and skins, 4 million bales of raw jute, 
15,000 tons of rape and mustard seed and 2 million maunds of 
rock salt. 

Half of the raw cotton will have to be purchased by India 
by the end of February and the balance by the end of August 
next year. 

The two Governments have agreed to grant export and 
import licences at least up to the quantitative or monetary limits 
for the commodities to be supplied under the agreement. The 
schedules containing the list of articles may be altered, extended 
or supplemented by mutual agreement, during the time the 
agreement is in force. 

Both countries have undertaken not to re-export to any other 
country any commodity obtained from the other in the form in 
which 'it was imported. 

The two Governments will .promote contacts between the 
.trade interests of the two countries. They have undertaken to 
give every reasonable facility for the import and export of 
commodities. 

In order to implement the agreement in a smooth and 
orderly way the two Governments will exchange monthly progress 
reports and arrange meetings between representatives of the two 
countries during alternate months. 

India will, under the agreement, supply 23 items, namely: 
150,000 teles of mill-made doth, 100,000 bales of cotton yam* 
150,000 yards of canvas, 2,047,000 tons of coal, 50,000 tons of jute 
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manufactures, 5,670 tons of chemicals, 71,000 tons of edible 
vegetable oils including vanaspati, 2,500 tons of paints and 
varnishes, 6,600 tons of linseed oil, 10,000 tons of hard wood, 
2,500 tons of bauxite, 2 million maimds of sea salt, 64,000 tons of 
sted, 16,000 tons of pig iron, 500 tons of electrical steel sheets,. 
7,500,000 cubic feet of pitching stone and ballast, 5,000 tons of 
washing soap, 2,500 tons of asbestos cement, 2 million lbs. of 
tobacco, 2,000 tons of myrobalans, 100 tons of ferro-silicon, 100 
tons of ferro-manganesc, and Rs. 2,50,000 worth of railway stores. 

India and Pakistan have also agreed to extend, with certain 
modifications, the Payments Agreement up to June 30th 1950. 
The agreement provides that there shall be no exchange control 
between the two countries. 

Under the agreement reached between India and Pakistan* 
for the extension of die Payments Agreement up to June 30, 1950,, 
the limit for holding each other s currencies remains the same, 
namely, Rs, 15 crores. The modification, it appears, relates to the 
payment by way of sterling over and above the limit. If the 
balance of payment exceeds the Rs. 15-crore limit, under the new 
agreement, excess up to Rs. 20 crores will be paid in free sterling. 
According to the previous agreement, the first Rs* 10 crores 
exceeding the Rs. 15-crore limit was to be paid in free sterling 
and further excess in blocked sterling In the new agreement, 
no mention is said to have been made about the blocked sterling 
which possibly indicates the desire on the part of both countries 
not to allow the balance of trade to exceed Rs. 35 crores. It is* 
therefore, surmised that a machinery is likely to be set up to see 
that the flow of trade is regulated accordingly. 


T . APPENDIX II 

LABOUR WELFARE IN PAKISTAN 

Recently, the Pakistan Government has established a Direc¬ 
torate of Seamen's Welfare. It is expected to direct, control, 
supervise and co-ordinate seamen's welfare work at the Pakistan 
a ports and of Pakistani seamen at foreign ports. Seamen's Wei- 
fare Officers have been appointed at the ports of Karachi md 
Chittagong. 
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The Welfare Officers are expected to interest themselves to 
the health, recreation, dub and hostel facilities for seamen, and 
in the provision of amenities both ashore and. afloat 

The Government has also appointed a Merchant Navy 
Welfare Fund Committee to control grants from the above Fund 
to the various charitable organisations and welfare committees 
which are engaged to welfare work for seamen. 

Organisations of Capital j—There is not a single organisa¬ 
tion which may be regarded as fully representative of capital for 
tnc whole of Pakistan. There ate, however, certain organisations 
such as the Muslim Chamber of Commerce, Chittagong, the 
Indian Merchant’s Association, Karachi, the Buyers’ and Shippers’ 
Chamber, Karachi, the Muslim Chamber of Commerce, Karachi, 
and the Muslim Chamber of Commerce, Lahore, which represent 
certain sectional interests only. The Government has been 
nominating representatives of some of these organisations to 
represent capital in the various National and International Con¬ 
ferences. 


Area and Yield of Principal Crops in Pakistan 
(Area—Lakh acres ; Yield—Lakh tons) 



Eastern Pakistan 

Western Pakistan 

Total 

Area 

in 

yield 

(2) 

Area 
(3) i 

Yield 
(4) t 

Area 
. (5) 

Yield 

(6) 

1. 

Rice 

20 6 

74-3 

24*2 

9*9 

*— 

230*9 

84*2 

2, 

Wheat 

0*7 

O'2 

106-7 

32-4 

107-4 

32-6 * 

3 

Gram 

1 8 

0 4 

29 2 

66 

310 ! 

7*0 

4. 

Sugarcane 

2*6 

39 

4*0 

. 4-8 

66 

8*7 

5. 

Jawar 

,— 

—. 

11*4 

* 24 

11-4 

2-4 

6, 

Bajra 

-A— 

— 

23*9 

4*7 

23*9 

4*7 

7. 

Barley 

*8 

•2 

4*5 

14 . 

5-3 

1*6 

8, 

Mato 

*1 

* 4 

100 

4*26 

10*1 j 

4*3 

9, 

Tobacco 

M 

*6 

•6 

$ 

2*0 

*9 

I Os 

Tea 

•8 

2 

w*. 


*8 

*2 

Ih 

Rape Sc Mustard 

; 43 

2 1 

99 

1*8 


2*5 

*2, 

Linseed 

>8 

l 1 


*~w 

*8 

1 -1 

13, 

Sesamum (Til) ... 

M 

*3 


*1 

2-0 

4 

li 

Cottoa* 

*9 


32*3 

13*9 

33*2 

144* 

15, 

Jute 4 

18*2 

61*9* 


*’•** 

18*2 

| 62*9* 

! 


* In bates at 400 lbs. each. 
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SsittM\TE of Population in 1948 


East Pakistan •• * 

. 46,720,000 

Beluchistan (Districts) 

560,000 

N,*W. F. Province (Districts) , . 

3,200,000 

Sind 

.. 5.180,000 

West Punjab 

.. 19,740,000 

Bahawalpur State 

. 1,480,000 

Other Stales 

3380,000 

Total Population of Pakistan . 

.. 80,260,000 


Area of Parisian in Sq. Miles 

East Bengal 
Sylhet District 

Total for East Pakistan 

Baluchistan (Districts) . . 

North-West Frontier Province (Districts) 
Sind 

West Punjab 
Bahawalpur State 
Baluchistan States 
Khairpur State 
N.-W. F. P. States 

Total for West Pakistan 
Total for Pakistan 


. . 49,270 
. . 4,650 


53,920 

.54,460 

14,260 

48,140 

62,000 

17.500 

79.500 

6,000 

25,000 


306,860 


.. 360,780 


Bovine— 
Cattle 
Buffaloes 


Livestock (tn lakhs) 


Eastern 

Western 

Total 

Pakistan 

Pakistan 

Pakistan 

1131 

899 

203 0 

5-4 

48 5 

53‘9 

118 5 

138-4 • 

2569 


Total 
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" Eastern 

t 

Western 
* Pakistan 

Total , 

Non-Bo vme- 

Pakistan 

Pakistan 

Sheep 

30 

45*5 

48‘5 

Goats 

. '32 7 

45*2 

77-9 

Total 

. . 35-7 

90-7 

126-4 

Horses and Ponies 


6-0 

60 

Mules and Donkeys 


12-8 

12-8 

Camels 

* 

40 

' 40 

Poultry 

. . 234 6 

62-9 

297-5 


APPENDIX III 

Itatemfnt of the Quantity and Description of the Products or 
Distilleries and Breweries in India* 


Description 

Twelve months, April to March 
1947-18 1946-47 

!L. P. Gallons 

L. R Gallons 

L Distiileries(a): 

L Country spirit— 

(t) Plain 

8,833,417 

11,175,030 

(ii) Spiced 

553,258 

768,289 

(hi) Sophisticated 

143,702 

175,139 

2. Indian made ‘‘Foreign” spirit— 
(i) Brandy 

277,881 

298,689 

(ii) Whisky 

187,244 

269397 

(iii) Rum 

261,892 

447,506 

(iv) Gin . , 

80,304 

95,403 

(u) Other sorts 

35,793 

33,328 

3. Rectified (including rerecti- 

fied) spirit 

2,438,724 

1,869,411 

4. Denatured spirit ... 

2,815,378 

3,067*735 
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, t. AjtSvi-," ; .■' \ ‘ : 1 _, ' . 

, (t) Indian Beer ... 490,431 2,407.779 

(it) Beer brewed on English 

principles ... 1,114,710 1394,129 

’\ 2, Porter ... ... ... ... 

3. Stout. 1,248 18,196 

(a) Figures represent actual quantity issued. 

(b) Figures represent actual production as measured at the producing 
1 'plant. 

Statement of the Quantity and Description of Paints 
Manufactured in India 

Twelve months, April to March 


. '/V'S 

’ i' 1 , 


\ { ;ji; , t 1 


Description 

Dry Colours 
Paste Paints 
Mixed Paints 
Enamels 
Varnishes 
Oils (excluding Raw Linseed Oil) 

Total 


i 947*48 
Cwts, 

204,975 

134,205 

241,030 

26,639 

79,968 

91,859 

mm 


1946*47 

CwtK. 

176,224 

154,801 

235,847 

19,443 

91,120 

74,244 

751,679 
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Staiement of the Quantity and Description of Wheat Flour 
Milled in India 

(In Bazar Maunds of 82 t T y lbs. each) 


Description 


Flour 

Atta 


Bran 

Soojec 

Others 


High grade 
Low grade 


Total 


Twelve months, April to March 

lAi<H Art 4 


1947-48 

Mds. 

348,932 


4,176,047 

586,080 

354,687 

21,239 

40,869 

5,527,854 


1946-47 
Mds. 
836,496 

5,708,634 

1,093,077 

675,026 

49,571 

39,765 

8,402369 
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INDIA 


The Devaluation of the Indian Rupee The devaluation of 
the pound, the rupee and sundry other currencies, and the 
subsequent fixation of their gold and dollar exchange parities at 
levels approximately thirty per cent lower than those which 
obtained up to 18th September, 1949, was a formal recognition 
that the economic strength of a not unimportant sector of world 
trade has been gravely impaired in the struggle to achieve post¬ 
war recovery. The Indian rupee was made equivalent to 21 U.S. 
cents as against the former rate of 30‘225 cents, a devaluation in 
terms of U.S. dollars equal to approximately 30 per cent. Indian 
goods in dollar areas were made cheaper by 30 per cent, while 
prices of dollar goods in the Indian markets were raised by about 
43 per cent The Indian rupee however remained unchanged at 
b\ 6d, 

Although India's continued adverse balances of trade to the 
extent of o^er Rs. ISO crores a year, a high cost of living index 
around 380, lower industrial output and lack of the formation of 
capital called for a revision in the value of the rupee, India was 
practically left with no other alternative than to devalue the rupee, 
when nearly all members of the Sterling Block decided to 
devalue their currencies. India's chief trade consists with sterling 
countries, and the finances of the country are closely linked to 
sterling due to our large sterling balances. * 

The Government of India decided to devalue the rupee in 
order to obtain an equilibrum in the country’s balance of payments 
by expanding exports and reducing imports. The Government of 
India also announced at that time that there would be no further 
imports of food from the dollar area during the year. Although 
devaluation deprived India of the advantage of falling food prices 
in the U.S.A., India will have to explore sterling areas for her 
food imports, and she must adopt measures in order to end her 
precarious dependence on foreign countries for food as early as 
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The trend ol economic events since devaluation discloses that 
the country has materially gained, and has fortunately been able 

* to steer dear of many dangers inherent in devaluation- The 
** following table illustrates that the balances of trade have been 

revealing continued improvements. Imports have declined, while 
exports have increased to both sterling and dollar areas. 

Early effects of devaluation on India’s export trade are shown 
in a comparison of exports in January and February, 1950, with 
the corresponding period in 1949. It is understood that the total 
value of exports in the first two months of last year was approxi¬ 
mately Rs. 72 crores, of which Rs. 20 crores went to hard currency 
areas. In January-February, 1950, export earnings amounted to 
Rs. 91*5 crores, with Rs. 30 crores going to hard currency countries. 

< The increase in the rupee value of expons to hard currency 
Countries was therefore 50 per cent. 

An analysis of the principal commodities shows that in 1950 
sharp declines were recorded in raw jute exports (Rs. 4| crores 
in January-February, 1949, against Rs, \ crore in 1950) and a 
30 per cent, decline in tea (from Rs. 16 crores to Rs. 11 crores). 

Commodities which remained more or less at the January- 
February 1949 level included jute manufacturer raw hides and 
- skins, and ground-nut and linseed oils. 

Substantial increases were registered by cotton piecegoods 
^ (Rs. 5 crores for January-February, 1950, against Rs. 14 crores in 
the first two months of last year), raw cotton and waste (Rs. 3 
crores to Rs. 6 crores), tanned hides and skins (Rs. H crores to 
Rs. 3J crores), groundnut kernel (Rs. \ crore to Rs. 5 crores), spices 
(Rs. 2 crores to Rs. 4\ crores) and manganese ore (Rs. ^ crore to 
Rs. \\ crores) 

Coir manufactures, cashewnuts, lac, mica, tobacco, Unseed and 
raw wool registered small increases. 

Pakistan’s Non-devaluation t—The exchange advantage 
obtained through devaluation was considerably whittled down by 
the decision of the Government of Pakistan not to devalue, 
because India depends upon the latter for the supplies of two 
i baric raw materials, namely, jute and cotton. 

The explanation offered by the Pakistan Government for its 

* decision not to devalue has centred round two main points, first* | 
, the country does not suffer from a fundamental disetjuilibrium in 4 
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its balance of payments; and secondly, its export trade which is 
mostly in raw materials is incapable of appreciable expansion by 
the device of devaluation. In arriving at its decision the govern¬ 
ment has particularly considered the necessity for reducing die 
cost of living and maintaining conditions favourable to the 
development of the country which calls for large imports of capital 
goods and raw materials from foreign countries. There might be. 
other considerations, partly psychological and partly business and 
financial, influencing Pakistan’s decision. It might have resulted 
from sense of injured pride or from a temptation to prove the 
superiority of its own currency over the Indian rupee. It might 
perhaps have been due to a desire to gain an advantage over India 
by making her pay more for her cotton and jute and by herself 
paying less for India's dues. 

Since partition, Pakistan has maintained a policy of balanced 
budgets. During the year ended June 30, 1949 the aggregate value 
oi Pakistan’s sea-borne trade in private merchandise with countries 
other than India was Rs. 168*93 crores. Exports amounted to 
Rs. 81*37 crores and imports to Rs. 87*5 crores, giving an unfavour* 
able balance with countries other than India of Rs. 6*20 crores, 
Pakistan’s favourable balance with India during the same period 
totalled Rs, 24*70 crores, which accounts for an over-all favourable 
balance. Pakistan also does not suffer from a dollar deficit as India. 
During 1948 the values of Pakistan’s imports from and exports to 
the United States were $17,08,000 and $37,440,000, showing a net 
surplus of $20,432,000. It is this existence of a dollar surplus that 
must have primarily influenced her decision. 

The rates which have been fixed are Rs. 100 Pakistan equal * 
to Rs. 144 Indian, and Rs. 100 Indian equal to Rs, 69*50 Pakistan. 
One Pakistan rupee is given a sterling value 2 shillings 1*9 pence* 

The Pakistan Government have also sanctioned the issue of 
Rs. 54*29 crores worth of Pakistan Government securities to the 
State Bank of Pakistan to counter-balance the 30 per cent depre¬ 
ciation, as a result of the devaluation in the value of the sterling 
and Government of India securities held by the bank. 

„ So far as Pakistan is concerned it has never been seriously 
disputed that maintenance of the Pakistani rupee at its present 
rate was possible only so long as world trends were favourable to 
the producer of primary commodities, and for some time if has * 
been evident that the picture is changing. The problem of form 
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surpluses in the United States, which already presents the Truman 
Administratimi with a staggering financial burden, promises to 
become more acute with the prospect of more bumper crops this 
year, and m far as one can generalise about price trends the 
world outlook for farm commodities seems to be for lower levels. 

The pointer to this in Pakistan is the difficulty the Govern¬ 
ment have had in disposing of the 500,000 tons wheat surplus; 
and considering also the expected jute surplus, and the difficulty 
bf selling the tea crop, maintenance of the Pakistani rupee at a 
feve! out of line with sterling seems likely to be an increasingly 
formidable task. 

In relation to trade with India the lesson of the months since 
devaluation is that although it is possible for the two countries to 
limp along withorn a common ratio of exchange both suffer in 
the process, and that two inter-dependent and complementary 
economies cannot reach normal prosperity without the financial 
machinery of commerce. The initial jute deal was possible 
because it was conducted in terms of Indian rupees, but with 
every extension of the Karachi agreement it becomes increasingly 
difficult to avoid reference to an exchange ratio by which prices 
can be adjusted. 

Indo-Pakistan Trade Agreement: —The exchange dead¬ 
lock between India and Pakistan following the pursuit of differing 
currency policies by the two countries, resulted in a complete 
cessation of mutual trade relations with concomitant baneful 
results. The authorities of both countries in consequence entered 
into a Trade Pact in April in order to revive mutual trade as far 
as practicable under prevailing circumstances. Though the Agree¬ 
ment will be in force up to July 31, 1950, provision has been made 
for supplies to be completed by a later date if necessary. The 
Agreement includes a limited deal in which Pakistan will sell 
4 million maunds of raw jute and will, with the proceeds, purchase 
from India jute goods, fine and superfine doth, mustard oil, tobacco, 
timber and woollen manufactures. 

The two Governments are pledged to remove ail impediments 
to the free flow of a number of specified commodities, leaving it* 
to thfc trade to buy and sell. The underlying idea is stated to be 
that the sale-proceeds of exports will be utilized in financing 
imports so that a balanced trade might be achieved without 
Gov<mmmml interference. The trade in miscellaneous mmmo 
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ditto will mt entail any obligation on the part of either Govern* 

, matt to provide foreign exchange. The Agreement, it h stated, 
aims at a balanced trade for a limited period with the hope for 
a return to normalcy later on. 

While no reference has been made to coal or raw cotton, it is 
stated, the two Governments will make efforts to increase the flow * 
of trade so that Pakistan may obtain die coal she needs and India 
may get the cotton she requires. 

India will supply 20,000 tons of jute manufactures of Indian 
origin to the Pakistan Jute Board. 

Among the commodities which Pakistan can also buy from 
India are: 45,000 bales of cotton textiles, 5,000 bales of cotton yarn ; 
1,000 tons of wheels, tyres and axles; 12,000 tons of timber; 50,000 
tons of cement for East Bengal. 500,000 lbs. of tobacco, and Rs. 50 
lakhs’ worth of woollen manufactures. 

Transactions will take place in Indian rupees, for which a 
separate account will be maintained and will be equal in value. 

Negotiations will be opened shortly between the two Govern¬ 
ments in respect of Pakistan’s offer to supply 150,000 tons of wheat 
to India. 

Free trade will be permitted in respect of supply by Pakistan 
to India of commodities like vegetables, fruits, fish, milk and milk 
products, betel leaf, cotton seed, soda ash, and hides and dtins. 

Commodities like leather, spices, soaps, paints, drugs, cigarettes, 
sewing machines, electric fans, silk and certain kinds of haodloom 
doth will be permitted without licence from India to Pakistan. 


CENTRAL BUDGET, 1950-51 

Budget in brief 

Revised Budget 



(in crores of nipeete) 


1949-50 

1950-51 

Revenue 

33236 

339-19 

Expenditure 

336 10 

337-88 

Deficit 

3-74 

HP 

Surplus 


t’31 


Among the Budget’s main recommendations arc: — 
Income-tax Reduction of the maximum We from five to 
four annas in the rupee: reduction from three and one half to 
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three anw in the rate for incomes ranging from Rs, 10,000 to 
\ Rs. 15,000 a year; and raising of the exemption limit for the 

* undivided family from Rs. 5,000 to Rs. 6,000, 

Supertax Reduction of the maximum rate from ten annas 
, in the rupee for unearned income, and nine annas for earned 
income, to & uniform rate of eight and one half annas on incomes 
of Rs. 1*5 lakhs or more. 

Dividend Limitation s—The Dividend Limitation Act will 
Uot be renewed when it expires at the end of March* 

Business Profits Tax r—This tax will be abolished. 

' Corporation Tax :—Increase from two to two and one half 
* annas. 

* Postage 5—Reduction in rate for local delivery of letters from 

* y two annas to one anna, and in rate for local delivery of postcards 
from nine to six pies. 

Telegrams •—Reduction in basic minimum charge for ordi¬ 
nary telegrams from nine to eight annas, and for express telegrams 
from one rupee and two annas to one rupee. 

Telephones :—Reduction in maximum trunk call rate (for 
three minutes) from Rs. 16 to Rs. 12 for one ordinary call, and 
from Rs. 32 to Rs. 24 for urgent calls; and slight extension of 
period in which trunk calls can be made at concessional rate. 

Revised estimates for the current year show that revenue 

* (R$. 332*36 crores) falls short of expenditure (Rs. 336*10 crores) by 
Rs* 3*74 crores which will be the deficit for 1949-50. In the coming 
year it is hoped to realise a small surplus of Rs, 3*31 crores by 
setting estimated revenue at Rs. 339*19 crores against estimated 
expenditure of Rs, 337*88 crores. The estimates of expenditure for 
1950-51 are slightly in excess of the year 1949-50, and with outlay 
on the Defence Services running at Rs. 170*06 crores this year, 
Ra. 168*01 crores next year the country's military budget still appro¬ 
priates approximately half of the total revenue and expenditure. 
This is apart from capital expenditure on Defence which is reduced 
from Rs. 12 crores in the current year to Rs. 8*15 crores in 1950-51, 
tinder present circumstances it is not easy to see how a reduction 

l iti Defence expenditure can be obtained, but the token cut in the 
recurring items of the Defence budget and the larger one on capital 
account can be taken as an earnest of Government's intention to 
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mince Defence costs as and when the opportunity occurs. The 
lower expenditure on food subsidies in the coming ye&r-^Rk 21 
owes as against Rs. 29*67 crores in 1949-50—is welcomed, parti¬ 
cularly as it should reflect some saving of foreign exchange, but 
as a book-keeping item the saving is almost wholly offset by the 
cost to Central revenues of the integration of the former States* 
finances, which leaves the Government of India out of pocket by' 
R$. % crores.* Though the taxation and other concessions to the 
public will cost the exchequer a nett Rs. 8 37 crores in 1950-51 
(reducing a potential surplus of Rs. 9*62 crores at die old 
rates of tax, etc., to Rs, 1*31 crores) the estimates for the 
coming year for the detailed heads of revenue show consider¬ 
able buoyancy. Some drop in Customs receipts (Rs. 106*54 crores 
against Rs. 120*43 crores in 1949-50) is naturally to be expected in 
view of the stringent import controls, but Union Excise is expected 
to bring in Rs. 71 55 crores against Rs. 69*19 crores previously, 
while at the new rates income-tax and corporation tax are estimated 
to realise Rs. 167*72 crores against Rs. 149 crores for 1949-50, the 
cost of the concessions falling on the Centre and the States in 
about equal proportions. It is noteworthy that even at the lower 
rate of tax the Finance Minister expects better collections, and 
probably he has in view the likelihood of enhanced receipts 
through the work of the Income-Tax Investigation Commission* 

★ * * * 

Expenditure on capital, account is undergoing progressive 
reduction. In the current year the original budget allotment for 
capital expenditure has been reduced from Rs. 95 crores to Rs. 75 
crores, whilst next year the amount is further reduced to Rs. 62 
crores. of which Rs. 36'84 crores represents expenditure on revenue 
earning departments or schemes likely to be productive, Rs, 7*37 
crores on schemes of State trading and Rs. 9 59 on capital grams 
to States. Rs. 43 crores is budgeted for loans and advances. During 
the coming year Government of India borrowings by way of public 
loans are expected to be of the order of Rs. 75 crores. In the 
current year neither public loans nor small savings have reached 
the modest targets which were set, and in the coming year net 
receipts of small savings have been estimated at Rs. 28 crores. 

Regarding India's balance of payments position, the country’s 
main foreign exchange reserves, which stood at Rs. 1,537 crores 
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m the oral of June, 1948, declined to Rs. 820 awes at die end of 
June* 1949, a drop of Rs. 717 crores. To this figure should be 
added the sterling equivalent of the dollar purchases made during 
this period from the International Monetary Fund, amounting 
approximately to Rs. 19 crores, giving a total external payment of 
Rs* 736 crores. This heavy outgo is due to a number of factors, 4 
The first is the payment to the United Kingdom Government of 
Rs* 296 crores in accordance with the agreement reached in July, 
1948, for the purchase of annuities for financing the payment of 
sterling pensions and for the acquisition of installations and stores 
left behind in India during the war. The second is the payment 
of about Rs. 187 crores to the State Bank of Pakistan towards her 
Share of the balances following the separation of Pakistan's 
currency from that of India. These two special payments 
Amounted to Rs. 483 crores. The remaining amount of Rs. 253 
crores represents payments on current transactions, mostly on 
account of the heavy adverse balance of trade which was caused 
by increased imports and a small recession in exports, particularly 
during the first six months of 1949. This large adverse balance 
in payments during the period from July, 1948, to June, 1949, led 
to an overdrawal of about £81 million from the sterling balances. 
The sterling balance agreement of July, 1949, regularised this 
overdrawal and provided for an increase in the annual release for 
the year 1949-50 and 1950-51 from the original figure of £40 million, 
as agreed to in July, 1948, to £50 million. Further, the new agree¬ 
ment provided foi a special release of £50 million for 1949-50 to 
finance the imports that might be made during this year against 
commitments entered into by trade before the liberal import 
policy was reversed. 


RURAL BANKING IN INDIA 

The Reserve Bank's Rural Banking Enquiry Commirtee is 
investigating the possibilities of developing rural banking in India, 
which has acquired a new importance with the gradual shift of 
income from the industrial and commercial to the agricultural 
groups. So far, it is suggested, the commercial banks have seen 
m prospect of receiving deposits in rural areas, and any such 
arrangement would be uneconomically expensive. The tendency 
> in rural areas is to borrow from banks rather than deposit savings 
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with them, and the rates of interest offered by co-operative hanks 
gi# no preset of developing this business because people, able 
to save, prefer to lend to needy neighbours at rates of interest far 
higher than can be offered by any bank or post office. 

The Provincial and States Governments have not yet taken 
measures to develop the countryside and create conditions for the 
extension of banking facilities, although the organisation of 
central markets had gone some way in this direction and its 
fuller development would obviate unnecessary cross-transport and 
increase farm income. This, however, was a major project and 
could be carried out only by the Government in co-operation with 
the co-operative banks or commercial banks having branches in 
rural areas. The Reserve Rank’s agricultural credit department 
Iras not yet made any complete survey of conditions in rural areas, 
but the total wealth of exchangeable materials produced in the 
country has been estimated in terms of present prices at up to 
Rs. 5,000 crores which if exchanged a very few times would mean 
a turnover of Rs, 20,000 crores in the process of which the Internal 
trade has no advantage of banking facilities. Although the com¬ 
mercial banks have not found it possible to venture into the 
interior immense possibilities are seen if impediments like trans¬ 
port bottlenecks and restrictions on working hours are removed. 

Although the rural population is largely illiterate and conser¬ 
vative it is suggested that tins difficulty can be overcome if banking 
arrangements are made. An important role for the co-operative 
hanks, and also commercial banks, is seen in making advances 
against deposits. Receipts against deposits of agricultural pro¬ 
duce should be capable of being discounted at a basis of from 
75 per cent, to 80 per cent with local co-operative banks* which 
in turn should be able to re-discount with commercial banks under 
a Government guarantee. The importance of an attractive rate 
of interest is emphasised, and in view of the dangers of too rapid 
expansion of branch banking it is suggested that prior permission 
of the Reserve Rank should be necessary before any commercial 
bank opens a new branch. Improved facilities for remittances 
and the transfer of funds are considered essential, with a reorgani¬ 
sation of the co-operative banking movement to correct the over¬ 
emphasis on its credit side, These banks should make special 
efforts to mobilise village savings and finance their organisation 
at least partly from their own funds ; and more use should he 
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made of Post Offices to collect rural savings where there ate no 
hank branches. Mobile banks are also considered worth a trial* 
* It has also been suggested that wherever possible the cash work 
i of Governments should be done through a bank rather than 
through Treasuries 01 Sub-Treasuries as a matter of convenience 
and expedition. 


DESHMUKH’S FINANCIAL AWARD 

Sir Chintaman Deshmukh, who was asked by the Central 
Government last December to inquire into and determine the 
allocation of the Provincial share of income-tax and of the export 
duty on ]ute, has completed his task, and the Government has 
implemented his award as from the 1st April. The Provincial 
share of income-tax has been allocated as follows; — 

per cent. 


Madras 

17 5 

Bombay 

21 

West Bengal 

13 5 

Uttar Pradesh 

18 

Bihar 

12 5 

Madhya Pradesh 

6 

Punjab 

55 

Assam 

3 

Orissa 

3 
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Sir Chintaman is also reported to have decided that the grants 
payable under Article 273 of the Constitution to the Provinces 
HOW sharing the jute export duty, in lieu of their shares, 

should be; — 

In lakhs of Rs. 

West Bengal 105 

Assam 40 

Pihar 35 

Orissa 5 

The allocation of income-tax does not take into account the 
former Indian States merged m the former Provinces, The 
|Uxd>lem of financial adjustments between the Centre and the 
Provinces in which these States have been merged is under 
f^arat6 examination by the Government of India* 

/it 

* # * 
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It has been announced that Sir Chintaman's aim was to 
determine the shares to be taken from Bengal, “die Punjab, and 
Assam in respect of the parts of those States now included in 
Assam, and to re-allocate the “lapsed percentages” among the 
pther Indian States. West Bengal and the Punjab dearly deserved 
special consideration as border States which have been particularly 
hard hit by partition; and West Bengal in particular, apart from 
containing many of the country’s vital industries, has the special 
problems of India’s biggest city with a population Vastly swollen 
by refugees and where the enforcement of law and order is no 
easy task. A West Bengal Government spokesman is reported to 
have criticised the award, but largely for the reason common to 
all the States, the need for increased funds to implement develop¬ 
ment programmes. 

It should be remembered, however, that this is an interim 
award unlikely to last more than two years, and a news agency 
message from New Delhi forecasts that the Finance Cdmmission 
to be appointed under the new Constitution will be formed this 
year and will make a “comprehensive readjustment” of the entire 
question of the States’ shares of income-tax. An interesting 
feature of the Government communique announcing the award, 
incidentally, was the statement that the allocation “does not take 
into account the former Indian States merged in $te former 
Provinces. The problem of financial adjustment between the 
Centre and the Provinces in which these States have been merged 
is under separate examination by the Government of India”. 


REGROUPING OF THE RAILWAYS 

The Government of India has released for public comment 
the scheme of regrouping of railways which was promised in the 
last Railway Budget speech. Although, this seems a diversion 
of effort from measures to increase safety on railways and has 
been criticised as such in some quarters, there is little doubt that 
rationalisation will now be generally welcome, because it ceased 
to be a controversial issue about a year and a half ago. The 
Kunzru Committee, reporting in November, 1948, did not oppose 
the principle of regrouping but merely recommended postpone¬ 
ment of the issue for five years on grounds of expediency. The 
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ant^gratioii of the railway systems of the princely States with the 
Indian Government Railways as a consolidated whole, in two 
installments namely from 1st August, 1949 and April I, 1950, 
removed the main argument of that Committee for continuance 
of the ‘'status quo”; its second reason for postponement—the 
amount of dislocation and transitional readjustments that were 
bound to be involved in regrouping at any time—was less con¬ 
vincing and amalgamation cannot now be regarded as a premature 
measure of refoim. Oh the other hand, the Wedgwood Committee’s 
recommendation against over-centralisation arising from unwieldy 
units is of some relevance, though the Committee did not indicate 
what might be considered as an optimum size* The Railway 
Ministry’s tentative plan of regrouping is now to be spread over 
a reasonable period of time obviating any serious dislocation; and 
its division of India’s 34,000 miles of railways into six regional 
groups is in accordance with the staxidard of a minimum mileage 
of 5,000 for a railway system according to accepted standards in 
most wevStern countries 

It is obvious that the present railway administrations, which 
have their roots in company ownership and management, have 
evolved in a haphazard manner without proper regard to their 
functions as components of the country’s transportation System. 
The main justification for the proposed regrouping lies in the 
scope it would provide for reducing the existing diversity to 
administration which is in no way conducive to efficient working. 
The distribution of the railway systems on a zonal basis into six 
groups should secure other advantages than uniformity and should 
be judged by the extent to which they are helpful in bringing 
about efficiency in operation and economy in management. 

The six groups are intended to cater more effectively to the 
needs of a compact region in each case and, except for the line 
from Banaras to Allahabad belonging to the Northern Railway, 
the jurisdictions of the six proposed groups do not overlap. The 
proposed Northern Railway will cover the Punjab, P.E.P.S.U. and 
a major part of Uttar Pradesh; it is to include the whole of the 
% P- Railway, portions of the E, I. Railway, a portion of the 
metre gauge of the B. B, and C. 1 Railway, a segment of the O, T„ 
Railway (West of Ghupra) serving the smallest area among the 
mk zones. These proposed additions to the EJPJL would repair 
•the damage done to railways of the Punjab by partition and make 

i 

V 
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it a wore economical unit for management. Tire basic difficulties, " 
of the E. P. Railway with regard to workshops and stores depot 
facilities can now be remedied and the management wifi pass 
from die control of a Chief Administrative Officer to that of 
a General Manager. 

The Western Railway, which is to consist of the fragmented 
State Railways of Rajasthan, Saurashtra and Kutch will probably 
benefit most by the new grouping and it is good that this oppor- 
tunity for amalgamation has arisen before the development of the 
port of Kandla. The large volume of traffic diverted to Bombay 
after the loss of Karachi will be routed through this area when 
the Kandla project is completed. The importance of this zone 
wfil be further enhanced by the fact that, along with die Northern 
Railway, it will have to serve die strategic needs of the frontier. 

The Central Railway will cover a smaller territory than some 
of the other groups such as die Eastern Railway, but from the 
standpoint of density of traffic it assumes great importance. The 
Industrial areas of major significance covering important centres— 
like Bombay, Sholapur and Ahmedabad—lie within the jurisdiction 
of this group ; it also provides an alternative route for the transport 
of imported goods to North India via Bombay. 

The proposed Southern Railway including the entire S. I. 
Railway, the entire Mysore State Railway and the major portion 
of the M. and S. M. Railway would serve the entire needs of the 
lower peninsula and can bring about an amalgamation of die 
administration with much less reshuffling than is necessary in the 
other groups. The Eastern Railway will serve extensive portions 
of Hyderabad State, Madhya Pradesh, parts of Bihar, the whole 
of Orissa excluding the coal-bearing area which has been allocated 
to the sixth Group. The North Eastern Railway will thus have 
a heavier responsibility as it will include besides coal, the areas 
from which jute will have to be supplied to Calcutta mills and 
the voluminous traffic passing through the port of Calcutta will 
have to be handled. A small segment of this radway, lying in 
the extreme west and projecting into an important part of U.P. 
connecting Moghal Sarai with Allahabad, Kanpur and Lucknow, 
should in the ordinary course have formed part of the Northern 
Railway, but the justification for the separation seems to be the 
convenience of routing coal traffic to upcountry centres after 
temporary pooling in transit at Moghal Sarai. The incorporation 
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of the Assam Railway in this group was decided on grounds of 
geographical contiguity- 

The case for amalgamation and regrouping is based on the 
need for re-alignments of railway administration with the broad 
divisions of the country from the traffic point of view and for 
securing efficiency through uniformity and co-ordination through 
btrge-scale operation. 

De-protection of the Sugar Industry s—According to the 
recommendations of the Indian Tariff Board, the Government of 
India has de-protected the sugar industry to the extent that the 
existing protective duty Will for the time being be converted into 
f * a revenue duty. It is asserted that eighteen years’ protection has 
» created a state of complacency on the part of Government, the 
industry and the cultivator, none of whom has taken adequate 
steps to improve the overfall efficiency and bring down the cost 
of production. Protection to the sugar industry lapsed at mid- 
, night On 3Ut March, 1950. 

The whole question including last autumn’s sugar fpuddle, 
has been carefully examined by the Indian Tariff Board, The 
President of the Board, Mr. G. L. Mehta, in a speech on 28th 
November, 1949, gave some indication of the Board’s attitude. 
He said that “in spite of protection, the sugar industry has not 
developed on a planned basis, its costs of production are high and 
s its prices are completely out of parity with world prices of sugar. 
The yield of cane per acre and the sugar contents of the cane 
remain low as compared to the levels of efficiency attained in 
other sugar producing countries.” He recalled the Tariff Board’s 
observations in 1938 that “the object of protection is the industrial 
development of the country and, if it is to be successful, it should 
i uor result in the benefit to a few capitalists and should not lead 
m the establishment of any kind of monopoly.” 

* Judging from recent experience of the sugar industry It has 

* resulted in both. In other words, the basic object of protection 
i ha® been frustrated and the industry is now being called to put 

{ its house in order and prove its usefulness to the country. As 

4" Mr. Mehta asserted, “wc want not merely increased production but 
^ increased efficiency, which is equivalent to a reduction in the 

\ real cost of production.” He said that “the task facing the industry 
is one of internal reorganisation from farm to factory and from 
£ .factory to dealer”. 
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The role of Government is the second point few criticism. It f 
is well known, that the main reason for the high cost of sugar 
lies in the price of cane fixed by the United Provinces and the 
Bihar Governments. The price of cane has gone up from annas 
four and pies six a maund in 1939-40 to Rs. 2 a maund in 1947-48 
and Rs. 1-10-9 at present. In other words, the cost of cane has 
gone up from thirty-six per cent, of the whole in 1939-40 to sixty- 
iix point five per cent, at present. Let Mr. Mehta speak again. 
He said: “I feel that in a matter of this kind the responsibility 
should be that of the Central Government, particularly because 
the cost of production as a whole is determined by the cost of pro¬ 
duction in the United Provinces and Bihar and the consumers all 
over India have to bear the burden of protection.” 

Another element which goes to increase the cost of produc¬ 
tion is the cane cess levied by the States Governments. Since its 
imposition ten years ago this cess has brought in Rs. 8,41,63,000 
to the United Provinces Government and Rs. 23*7,04,000 to the 
Bihar Government. Out of this sum the United Provinces spent 
Rs. 1,72,22,000 and Bihar Rs. 1,44,88,000 on cane improvement. In 
other words, during ten years a sum of Rs. 8,21,65,000 was carried 
to general revenues by these two Governments from a tax levied 
on the all-India consumer. It is suggested that the amount of 
this cess should be reduced from annas three to anna one and 
pies six a maund, to be exclusively used for the intensive culti¬ 
vation of sugarcane. 

Four more issues require a decision. They jelate to (*) Central 
control over prices and distribution, («) sugar imports, (Hi) the 
future of the Sugar Syndicate and (iv) the sugar muddle of last 
October. As indicated by Mr. Mehta, Central control over prices 
and distribution is likely to continue. It is suggested that the 
present ban on the import of sugar should be lifted as a reason¬ 
able quantity of sugar imports would do no harm to the industry. 
The Tariff Board has categorically recommended that there should 
be no ban on the import of sugar. 

The Government of India’s own communique is cited in con¬ 
nection with the Sugar Syndicate. The communique said “the 
Sugar Syndicate has not been able to function in a rising market 
in a manner consistent with the public interest”. It is suggested 
drat the Governments of the United Provinces and Bihar should 
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withdraw tfa$r rea^gaition by rescinding the pwvlmm in their 
laws requiring all mills to become members of the Syndicate. 
So far as the mgm muddle is concernedthere are bi<$catkw that 
v a public investigation will be instituted, with particular reference 
to the alleged smuggling of sugar into Pakistan* How the current 
year's production of 10,00,900 tons plus 13 lakh tons carry-over 
vanished and a scarcity appeared within a few Weeks requires 
careful scrutiny. 

It may be observed here that the Indian Sugar Syndicate 
has already taken measures to go into voluntary liquidation. 

Planning Commisaion :~~The Government of India has 
set up a Planning Commission, The personnel and terms of 
reference of the Planning Commission have been announced and 
the resolution making this announcement traced the origin of the 
Commission to the fundamental rights in the Constitution, which 
directed the State to secure, inter alia, the right of an adequate 
means of livelihood to every citizen and that the operation of the 
economic system should not result in the concentration of wealth 
and means of production to the common detriment 

This is not a new goal. The Linlithgow Government in a 
statement of industrial policy made on the 21st April, 1945, under¬ 
took to prevent excessive profits to capital and to ensure that un¬ 
healthy concentration of assets in the hands of a few persons, or 
of a special community, would be avoided. The Linlithgow Gov¬ 
ernment claimed to reach this goal “by a judicious exercise of 
controls, such as capital issue control and the licensing machinery 
for the regionalisation of industry*'. 

The present Government's resolution on industrial policy, 
issued on the 6th April, 1948, slurred over these provisions. It 
confined itself to a clarification of the Government's policy of 
nationalisation, and embodied a resolution of rhe Industries Con¬ 
ference stating that “the system of remuneration to capital, as well 
as labour, must be so devised that while in the interests of con¬ 
sumers and primary producers excessive profits should be pre¬ 
vented by suitable v methods of taxation and otherwise, both will 
share the product of their common effort, after making provision 
for payment of fair wages to labour, a fair return on capital 
employed in industry, and reasonable reserves for the mainten¬ 
ance and expansion of the undertaking/* 
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The objectives laid down for die Commission arc csseadafly 
counsels of perfection, bat there is a constitutional aspect of the 
resolution which needs consideration. The Prime Minister is the 
Chairman of the Commission. He is also the Chairman of the 
Cabinet to which the Commission is required to make its reports. 
It is conceivable that the Cabinet may differ from the recom¬ 
mendations of- the Commission. The Prime Minister’s dual role 
may thus be embarrassing, to himself and to thf Cabinet. 

The ^Planning Commission has been instructed to:— 

(1) make an assessment of the material, capital and human 

resources of the country, including technical person¬ 
nel, and investigate the possibilities of augmenting 
such of these resources as are found to be deficient in 
relation to the nation’s requirements; 

(2) formulate a plan for the most effective and balanced 

Utilisation of the country’s resources; 

(3) on a determination of priorities, define the stages in 

which the plan should be carried out, and propose 
the allocation of resources for the due completion of 
each stage; 

(4) indicate the factors which are tending to retard economic 

development, and determine the conditions which, in 
view of the current social and political situation, 
should be established for the successful execution of 
the plan ; 

{5) determine the nature of the machinery which will be 
necessary for securing the successful implementation 
of each stage of the plan in all its aspects; 

(6) appraise from time to time the progress achieved in the 

execution of each stage of the plan, and recomitriend 
the adjustments of policy and measures that such 
appraisal may show to be necessary; and 

(7) make such interim or ancillary recommendations as 

appear to it to be appropriate either for facilitating 
the discharge of the duties assigned to it; or on a 
consideration of the prevailing economic conditions, 
current policies, measures and development pro¬ 
grammes ; or on an examination of such specific 
problems as may be referred to it for advice by 
Central or State Governments, 
a 
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Total ftopgJi^a -—The total population as estimated on 
Match 1, ms; under the orders issued by the President and 
published in the Gazette was as follows:— 

{ Assam 8*5lm, Bihar 39 4ira, Bombay 32 68m, Madhya Pradesh 
\2fr?!ni, Madras 54 29m, Orissa 14-41 m, Punjab (l) 12 61m, Uttar 
Pradesh 61-62m, West Bengal 24 52m, Hyderabad 17 69m, Jammu 
and Kashmir 4 37m, Madhya Bharat 7 87m, Mysore 8'06m, Patiala 
and East Punjab States 3’32m, Rajasthan 14'69m, Saurashtra 3 96m, 
Travancore and Cochin 8 58m, Ajmer 0 73m, Bhopal 0 85m, Bilas- 
pUr 0 13m, Coorg 0 17m, Delhi 1 51m, Himachal Pradesh T08m, 
Ctitch 0 55m, Manipur 0 5m, Tripura 0 58m, and Vindhya Pradesh 
3'88m The aggregate was thus estimated at 347*34 million. This 
represents an increase of 28 57 million over 1941. 

National Fuel Research Institute i— Opening the National 
Fuel Research Institute at Digwadih, the President Dr. Prasad 
said that as “this Institute will work for the utilization of our coal 
resources in the best possible way, we can hope not only for a 
tremendous increase in the production of iron and steel but also 
a number of by-products which we now import from abroad.” 

While the total coal reserves of India were about 65,000 m. tons, 
of which 22,000 m. tons were considered workable, the output of 
good quality coal did not exceed 5,000 m. tons. Not all of this 
again w is suitable for metallurgical purposes. Of the total annual 
output of all kinds of coal, about 13 m. tons were of metallurgical 
type* hut only 4 m tons were being actually used for metallurgical 
purposes. The position of coking coal reserves was also poor. 

Coal of high volatile content other than of the metallurgical 
type has special uses in carbonization, by-products recovery, 
synthetic production of oils, gas manufacture, etc. 

t > The coal tar industry has a great future and is equally a 
necessity m view of our programme of extending roads. Also a 
great variety of oils, high explosives, dyes, medicines, plastics, anti- 
sepdes, insecticides, germicides, etc., can be derived from coal tar. 
Utilization arid conservation of our coal reserves are absolutely 
necessary in the interests of the industrial development of the 
country, and this win depend on our ability to improve and utilize 
inferior grades of coal and develop alternative supplies of 
, JPferent grades of coal for industries. The by-products industry 
Khust also be developed. 
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of research, both fundamental and applied, in solid, liquid and 
gaseous fuels, although for the present the activities of the Institute 
witt necessarily he confined to a large extent to solid fuels. The 
Institute will he aided and supported in its work by five other 
satellite institutes in Bengal, Bihar, Vindhya Pradesh, Madhya 
Pradosfa and Assam. 

Crap hmuwe in Indint— A pilot scheme for crop 
insurance in India has been finalized by an expert committee 
appointed by the Government of India. 

Certain arras will be selected in various parts of the country 
id consultation with provincial Governments for working foe pilot 
scheme. For the present only four or five crops will be included. 
The committee has recommended that foe entire cost of the 
scheme should be borne by the Government of India. 

According to the scheme, the Government could enforce com* 
pulsory insurance limited to one-half of the maximum permissible 
benefit. The remaining part would be left to foe farmer^ option. 
Compulsion would also apply to crop holdings above a certain 
minima. 

Indemnity will be paid to foe farmer on losses incurred by ' 
crops being below average. It would also be paid for hazards 
beyond the control of the farmer, such as cyclones, hoods or 
invasion by locusts. The production capacity of various “revenue 
class” soils will be decided by foe Government by means of a 
crop-cutting scheme in selected areas under different conditions. 

The committee also discussed a scheme for cattle insurance and 
a pilot scheme for this is expected to be finalized. It has before it a 
report submitted by Mr. G. S. Priolkar, who was appointed fey foe 
Government to work out a scheme for agricultural insurance. 
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PAKISTAN 

i \ 

Central Budget, 1950-51 v ~For 1950-51 Pakistan’s 
Central budget indicated a deficit of Rs. 1*9 crates, gross revenue 
fedtag estimated at Rs. 113 64 crores and expenditure at Rs. 115 54 
crbres. The current fiscal year is expected to close with a surplus 
of |* 3 . 23 lakhs, according to revised estimates against a surplus 
of Rs. 6 lakhs anticipated in the Budget. 

Mr. Ghulam Mohammed said his Government had decided 
to spend Rs. 50 crores under Revenue and Rs. 25 crores under 
Defence. 

It is proposed to convert the deficit of Rs* 1 *90 crores for the 
coming year into a surplus of Rs. 10 lakhs by levying new taxes 
and increasing some of those already existing. Proposals include 
the imposition of an estate duty under the Estate Duty Act to 
yield Rs. 20 lakhs, raising of duty on spirits from Rs. 67-8 to 
Rs. 75 per imperial gallon, and raising the cigarette duty by 7£ 
per cent. The import and excise duty on motor spirit will be 
Increased by two annas per gallon (against the reduction in price 
fey three annas brought about by sterling devaluation) and that 
on kerosene from three to four annas. 

An important proposal is the raising of super-tax on com¬ 
panies from two to four annas. Companies declaring dividends 
within the country will pay only two annas in the rupee, and this 
will be effected by a system of rebates. For private companies 
which have no effective arrangements for dividend declaration 
or rax deduction in Pakistan rhe super-tax will be four annas, 
and in public companies of this description three annas. Hie 
distinction between earned and unearned incomes for levying 
super-tax has been abolished. 

To offset m some degree the additional taxation relief is 
proposed in some existing measures. The present rate of 

annas in the rupee for maximum super-tax is to be reduced 
m nine annas for assessees other than companies, and this benefit 
frid be extended to persons with an income of Rs, 2*50 laths, 
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against the previous maximum of Rs. 150 lakhs. The Capital 
Gains Tax is to he abolished, but the Business Profits Tax will 
continue. 

1 Other proposals for relief include a reduction in tbe import 
duty oh mustard oil, jute manufactures, coir fibre, coir yam, pig 
iron, aluminium, copper ingots, and coveted crucibles for glass- 
making, and on linseed oil and standard oil from 42 per cent, 
and 30 per cent to 15 and 5 per cent respectively. Customs 
dudes on twist and yarn of flax and jute manufactures are totally 
removed, and tax on hides and skins at the stage of sale to 
exporters has been exempted. 

The Development Board s— The Development Board, 
which is under the Ministry of Economic Affairs, has produced 
a very valuable brochure entitled “Pakistan Development 
Schemes”. The Board so far has approved 105 schemes, sub¬ 
mitted either by the Provincial Governments or the various 
Ministries of the Central Government, the cost of which, spread 
over five years, is estimated to amount to Rs. 112 crores. This 
docs not include expenditure on schemes which Provincial 
Governments are meeting out of their own resources—such, as 
the Lower Sind Barrage Scheme—or on those which are regarded 
as normal departmental activities of the Central Ministries. 

Those who have been inclined to criticise the Pakistan Govern¬ 
ment for laying too much stress on industrial development and 
too little on irrigation and agriculture, should study the figures 
set out in this brochure. Expenditure on communications has 
pride of place, with Rs. 3312 crores. The expansion of the port 
of Chittagong accounts for nearly half this total, closely followed 
by the programme for the renovation of the railway system of 
Pakistan, which is to cost nearly Rs. 14 crores, though only part 
of this will be debited to the development grants. Another 
important item under this head is development of the tele-com¬ 
munication system at a cost of Rs. 8 crores; 37 new telephone 
exchanges are to be opened, with a capacity of 3,250 new lines, 
and existing telephone exchanges and trunk circuits are to" be 
expanded. 

The next most important head is electricity, with approved 
schemes estimated to cost Rs. 29 53 crores. When the schemes 
for the generation of electric power are completed the production 
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of decttic jJO#er ih Pakistan will be increased by 160000 to WQ<0®ti 
KW. This ‘power will be used for running the new factories 
which ait being established all over Pakistan and for providing 
cheap fthyMa. power to the countryside for cottage industries and 
othet requirements The main schemes are the Karnafulli multi- 
pBUphse project, which should he completed in four years, the 
pimml hydro-electnc project, which is already far advanced and 
should be ready early in 1952, the Mian wall hydro-electric scheme, 
the Malakand and Dargai extensions, and the mammoth Warsak 
multi-purpose project, which will take more than five years for 
, , completion ancl will cost about Rs. 9j crores, indusive of trans- 
u( mission lines. This project will generate between 60,000 and 
100,000 KW, and irrigate 60,000 acres of land. 

The third most important head is irrigation, with schemes 
costing Rs. 22 16 crores. When these schemes are carried out 
‘ 36 5 lakhs of acres of land will have been brought under irriga¬ 

tion (and again it should be remembered that this does not 
include the 28 lakhs of acres which are to be irrigated from the 
Lower Sind Barrage). The most important scheme is the Thai 
project, which will irrigate parts of three districts of the Punjab 
lying between the Indus in the west and the rivers Jhelum and 
Chenab in the east. The scheme is a pre-partition one, which 
was suspended during the war. It is expected to bring 6,93,200 
acres under cultivation by the end of 1953-54, and to increase 
, the output of foodgrains by 2 lakhs tons, of sugarcane by 9,000 
» tons, and of cotton by 23,000 hales. A Thai Development Autho¬ 
rity has been set up, on T.V.A. lines, by the Punjab Government. 

, Agriculture occupies the next most important position, with 
Ba. 16 04 crores, and industry comes a bad fifth, with Rs. 7 50 
<rores. In the light of these figures the Pakistan Government 
, certainly cannot be charged with failure to put first things first. 
'• 1 The Central Government’s industrial projects include the establish- 
*,, ( ment of a Test House at Karachi, for testing manufactured goods 
' t for the purposes of Government contracts, and for the formula- 
i tio® of standards. A Branch Laboratory will be set up in East 
Pakistan, probably at Chittagong. An American expert has 
1,1 * keeendy been in Karachi, to advise the Government, 

/ , Other Central schemes are the establishment of a paper mill 
, Iri £a*t Bengal, which has previously been reported, and the 
I 1 » tfewfilopment of the woollen industry in the frontier regions of 

a 
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•the N,W.FJP.-and Baluchistan, in the shape- of a wooQen fykmtf 
at lantfti attd another at Harnal in Baluchistan. Each mill W5B 
haw 2,000 spindles and enough looms to cover about one third 
of its yam-production. \ 


The Industrial Development Corporation Bill r—•Special 
mention must also be made of the Pakistan Industrial Develop¬ 
ment Corporation Bill, which provides for the setting up of a 
statutory corporation responsible for the development of the 
following six key industries: jute, paper, heavy engineering, ship¬ 
building, heavy chemicals and fertilisers. 

i 

The Corporation will be entirely financed by the Government, 
and its Board of Directors will be appointed by the Government, 
The Act requires it to submit schemes, for the approval of the 
Government, for the establishment of the industries specified. 
To give effect to such schemes it will then sponsor public com¬ 
panies (mutually independent) which will undertake manufactur¬ 
ing operations in the industry concerned. 


The capital structure of these companies will require the 
approval of the Central Government, but the idea is that the 
capital will be issued for public subscription; if any poftioh 
remains unsubscribed four months after the date of issue it will 
be subscribed by the Corporation on behalf of the Government. 
Later the Corporation will be at liberty to sell or transfer its own 
shares. With the previous sanction of the Government the 
Corporation is to be permitted to take loans from the International 
Bank for Reconstruction and Development or from other foreign 
sources. 


Tariff Board :—Pakistan is to regulate its tariff policy 
through a statutory authority and an official announcement from 
Karachi says that the Government of Pakistan have accepted the 
principle that before it will admit claims for protection and assis¬ 
tance to industries established in Pakistan through tariff or other 
measures, request for such assistance should be investigated by a 
duly constituted tariff organisation. They have accordingly 
decided to set up a Tariff Commission in Pakistan to investigate 
such claims and make suitable recommendations to Government 
for protection of industries. The Tariff Commission will consist 
of a Chairman, one Member and a Secretary with appropriate 
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staff. The Tariff Commission will ateo keep under review the 
effects of protection and assistance given to industries in order to 
ensure that suck protection and assistance *is neither excessive nor 
so small as to be ineffective. It will also be in a position from 
the knowledge gained in the course of its work to advise the 
Governnaent on measures for fostering industry and for securing 
h^UStrial production at the most economical cost. The Com- 
thi#ion will take action on the application by an industry seeking 
assistance or on a request from the Central Government. Appli¬ 
cations for assistance made by industries should in the first place 
J>e addressed to the Ministry of Commerce. 

t The Oil Industry *— Pakistan’s production of various 
petroleum products which stood at 42,000 tons in 1948 rose to 
90,000 tons in 1949 and is expected to rise to 130,000 tons this 
year. Whilst production figures are rising, so arc the demands, 
especially for furnace oil which accounts for 50 per cent, of 
Pakistan’s total requirements of oil in 1950. Out of a total 
estimated requirement of 900,000 tons, furnace oil requirements 
are estimated at 450,000 tons. This increase is due largely to 
conversion of railway locomotives from coal-burnmg to oil-burning, 
both on the N. W. Railway and the East Bengal Railway. The 
requirements of these Railways have risen from 114,566 tons in 
the year 1948 to 321,000 tons in 1950. 

Industry has also started a conversion programme of its own* 
but has not made such progress as the Railways, mainly on 
account of the heavy oil-freight now charged on furnace oil by 
Railways. Some time ago the surcharge of 37 £ per cent, levied 
on furnace oil was removed and the Ministry of Communications 
have now accepted the tiew that every possible assistance should 
* ho given to industry to substitute furnace oil for coal. Railways 
Will henceforward carry furnace oil on a freight structure under 
which oil is calculated to serve as a basic fuel for Pakistan industry, 
This should give the necessary impetus for conversion from coal 
fo oM in industrial plants. 

f The increased demand for petroleum products in Pakistan 
has necessitated an increase in tankage at the ports and up-country 
&»«*> A large number of tank wagons is to be placed at the 
' disposal of the industry by Railways in both wings of Pakistan to 
enable th$ free movement of oil throughout the country, 

♦v i* , 
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The oBfields of Punjab, which will enable Pakistan to meet 
about 15 per cent, of its total needs from indigenous resources, are 
.reinforced by the oilfields of Patharia in Eastern Pakistan. 

Use Mardan Sugar Factory The 50,000-ton sugar factory 
at Mardan, which will be the largest in Asia, is nearly ready to go 
into production. It is understood that it may be handicapped, to 
some extent, by the poor sucrose content of the local sugar cane. 
In consideration of this the North West Frontier Province Govern¬ 
ment are establishing a Sugar Cane Research Station at the 
Government Military Farm, Mardan. This is a five-year scheme, 
estimated to cost Rs. 4,68,000, to which the Central- Government 
have contributed Rs. 41,276 last year. As much as 12 per 
cent, of the total irrigated area of the Province is under 
sugarcane. 

The Tanning Industry t—The tanning industry is on the 
up-grade in Pakistan, many Muslims connected therewith having 
migrated there from India, and hides and skins form a very 
useful item in the country's exports. Furthermore, there is a big 
future for the tanned leather industry. Pakistan’s annual require¬ 
ments are estimated at 22| million lbs. of sole leather and 19J 
million square feet of upper leather. Present production amounts 
to only H million lbs. of the former and 1 million Square feet of 
the latter. 

To bring production up to demand the Ministry of Industries 
lias fixed a target of 20 modern mechanical .tanneries for sole 
leather and 25 for upper leather. There is no lack of the raw 
material, for it is estimated that Pakistan annually produces 
800,000 buffalo hides and 4£ million cow hides. Babool bark is the 
main tanning material in use at present, but the South African 
bark is superior. 

Pharmaceutical Industrie* :—The Government are showing 
some concern about the development of the pharmaceuticals, 
drugs and light chemicals industry. According to the Industries 
Ministry this has afforded the most fertile ground for the growth 
of bogus and unreliable mushroom concerns, whose only aim is 
the exploitation Of public money and health. Present production 
is placed at about 200,000 gallons of galenicals of uncertain quality, 
equal to nearly half the estimated requirements. In regard to 
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drugs* the mtoM Item ot production irephedriue hydroniitorae at 
the rate *j>£ about 3,000 lbs. per annum, equal to the fufi demand. 

The (^rntimem contemplate the setting up of three sd£- 
contained pharmaceutical units covering all branches of manu¬ 
facture in Western Pakistan, and two in Eastern Pakistan. One 
unit k to be set up in Karachi, but the location of the other four 
is hot yet decided. 

The Tea Act s—It provides for the setting-up of a Pakistan 
Tea Board to promote the sale and consumption of Pakistan tea 
both at home and abroad, to organise and assist in tea research* 
and generally to take such measures as may appear advisable in 
the interest of the tea industry m Pakistan. 

The Pakistan Tea Association is to nominate three members, 
and the Central Government one from among producers who arc 
not members of that body. One member will be nominated by 
the Central Government on the recommendation of the Chambers 
of Commerce in East Bengal, and one on the recommendation of 
tea brokers and shippers. The East Bengal Government will be 
represented by one officer, though the Chairman, who may or 
may not be an official, will be nominated by the Central Govern¬ 
ment. There will also be two members “with special knowledge 
of agriculture" appointed by the Centre. 

A Pakistan Tea Licensing Committee is also to be set up 
under die Act It wilL be responsible for the control over the 
extension of tea cultivation and over the export of tea. It will 
consist of six members, including the chairman. The latter will 
definitely be an official, to tie nominated by the Centre, and there 
will be one other official member nominated by the East Bengal 
Government The Pakistan Tea Association will have three repre¬ 
sentatives, and one is to be nominated by estates which are not 
members of that Association, 

A cess on all tea pioduced in Pakistan and exported from 
Pakistan will be levied at the rate of Rs. 1-6 per 100 lbs. provided 
dm the rate may be increased by the Central Government, after 
consultation with the Board up to Rs. 2-8, but not higher. The 
. proceeds of the cm will be applied by the Tea Board for fitumcing 
tibe Tea Licensing Committee and for meeting the expenses of 
Measures taken in fulfilment of the various objects for which the 
Boafrd has been brought into being. 



t ( l( > AiweNMx v,- ,, ft3s*xrit * „ 

Hw Development of Chittagong Pont*— The surrey of the 
Pussur river is reported to have had very encouraging results. 
Deep-sea steamers will he able to go more than half the way up 
to Khulna to an anchorage where they will load jute. It is under¬ 
stood that at low water the draught will be a dear 22 feet. The 
channel is already buoyed, and it is proposed to station a light 
ship at the mouth of the river. Use of this inland anchorage 
should begin soon, and this will relieve the pressure on the port 
of Chittagong. 

Pakistan’s Coal Resources and Requirements j— Coal is a 
major factor in the present unhappy trade deadlock between 
■ India and Pakistan. Coat is as vital to Pakistan’s economy 
as it is to that of most other countries; for despite the progress 
which is being made by other forms of fuel coal remains 
the basis of most motive, industrial and domestic power. Thermal 
generation of electridty is still more general than hydro-electric 
generation, the latter being largely confined to countries which 
possess abundant water supplies and are already industrially well 
advanced. Pakistan’s dependence on coal is likely to be consider¬ 
able for as long as we can foresee. With the stoppage of supplies 
from India she has recently turned to Poland and South Africa 
for imports, whilst negotiations are also said to be going on with 
the United Kingdom and France for additional shipments. The 
country’s full requirements arc estimated at million tons per 
annum, though it is calculated that she could manage without 
great inconvenience with a million tons leas. Hitherto India 
supplied about 80 per cent, of Pakistan’s needs under a programme 
of monthly despatches of 170,000 tons. 

Regarding small indigenous coal industry and the prospects 
of developing it in the future, it appears that domestic production 
lias varied from quarter to quarter depending on various factors. 

In the latter half of 1949 production in Western Pakistan averaged 
about 22,000 tons a month. Since India stopped her supplies, 
production has almost doubled itself, presumably tinder the 
stimulus of rising prices and an assured market. 

Pakistan's coal has certain characteristics of its own. Com¬ 
pared with IhdiaH coal, Pakistan’s coal is much younger geologi¬ 
cally and therefore less mature. It contains a higher percentage ‘ 
of volatile matter and a lower proportion of fixed carbon, resulting 
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in jhc qmdk burning of such coal It also contains a higher per¬ 
centage of sulphur, A large percentage of the coal comes out as 
small coal. In the past, therefore, when coal of better quality 
was readily available at cheaper prices, Western Pakistan’s was 
mainly used for brick-burning. Of late, however, Pakistan’s coal 
has been used in power houses, cement factories and ginning and 
other establishments. Substantial quantities are also briquetted 
fot domestic use. 

In order to help the Pakistan Government to draw up a 
plan for development of its coal resources an invitation was sent to 
m fern of well-known British consultants, Powell Duffryn Technical 
Services Ltd to undertake a survey of the collieries. A party of 
experts from this firm visited Pakistan last year, and after 
inspecting all the principal coal deposits in the Punjab as also 
the various power plants and industrial undertakings returned to 
London in March, 1949* In October of the same year, the first 
report of the firm was received by Government. The investiga¬ 
tions made by the firm fell under two main heads, viz.: those* 
concerned with the characteristics and utilisation of coal (this work 
Was carried out mainly in their laboratories); and work in connec¬ 
tion with mining of coal assessment of reserves, and fixing of 
targets. The Powell Duffryn estimates of the workable reserves 
are 165 million tons, about 77 million tons being in Baluchistan 
and the rest in the Punjab. They have suggested targets for 
development of the coal mines in various Provinces, both short¬ 
term and long-term, as below: — 


Short-term Long-term 

Province: Within 5 years 6 to 10 years 

(In tons per annum) (In tons per annum) 


Baluchistan 

375,000 

425,000 

Punjab 

350,000 

495,000 

Sind 

110,000 

220,000 (Subject to 
favourable 

NWFP , 


drilling results). 


8,750 

To reach these 

targets it is 

necessary to give effect to the 


Recommendations made by the consultants and also to provide 
A market for the local coal. 

V The laboratory section of the report is of considerable tech- 
ptoftl interest and shows that the best varieties of coal come from 



jft i 

f , > jMwmvt v fil'texit 

y 

Baluchistan and Makerwal {Mari Indus area), Cod from die Salt ' 
Range {Xhewra area) is of a more inferior quality. Sind coal, 
being purely lignite, has a lower calorific value than any of the 
other coals; hut this deposit has economic possibilities due to 
its being comparatively close to Karachi. Practically all the 
Pakistan coals are non-coking, except for the Shahrigh coals of 
Baluchistan, which are slightly coking. It has been established, 
’however, that some of the coals, notably those from Makerwal. 
contain some resin which it might pay to remove by solvent 
extraction. Messrs. Powell Duffryn have also recommended addi¬ 
tional laboratory work on washing and desulphurization of selected 
cods, with a view to evolving a commercial process for the 
production of coke, gas, carbonised briquettes, by-products and 
processed fuel suitable for use on the railways so as to replace 
imported coals; and the Minister announced that they are being 
authorised to undertake this work. The consultants have drawn 
attention to the fact that in general, deposits of coal occur in 
thin seams in scattered situations and in disturbed terrain. Most 
of the seams are steeply inclined and this feature calls for special 
methods of extraction. They also draw attention to the friable 
nature of the coal, which necessitates special care in handling and 
processing it. 

One of the most important recommendations, and one which 
lends itself to ready appreciation and acceptance, is that the 
existing scattered and jumbled mixture of small leases should be 
rationalised by their amalgamation or re-adjustment in order to 
establish colliery units of a proper size, each capable of producing 
between 100 and 150 tons of coal per day. The Pakistan Govern¬ 
ment have accepted this recommendation and have already given 
effect to it in respect of collieries in Baluchistan where some 14 
working groups have been formed, apart from individual mines 
which do not lend themselves to grouping. The various groups 
have been leased out to private parties except one which has been 
allotted to the Oral Commissioner. This Government group con¬ 
sists of the mines in the Shahrigh area. A scheme for the develop¬ 
ment of this area, approved by the Development Board has been 
sanctioned by Government. It will cost Rs. 7\ lakhs and will he 
implemented with the least possible delay. , 

So far as the Punjab is concerned, the regrouping of the coal 
mine leases has also been provisionally finalised. There will be 



6l2xxx 


INDIAN AND PAKISTANI ECONOMICS 


some 20 groups in the Sait Range Area which will be leased out 
to companies incorporated in Pakistan. Apart from these groups, 
there are the trans-Indus collieries of Makerwal and Guilakhel 
which are the largest production units of coal in Pakistan. These 
are now worked by the Central Government through a Superim 
tendent of Collieries, stationed at Mari Indus, working under the 
general control of the Coal Commissioner. Arrangements to 
modernise the power house and workshop, improve transport and 
other facilities in the trans-Indus Collieries are under the considera¬ 
tion of Government. 

The second important recommendation of the consultants is 
«> effect a rapid improvement m communications. They have 
v called special attention to the need for improving the road joining 
Quetta to Spin Karez which is the natural focal point for coal 
mining activities in Ser Range in Baluchistan or, in the alternative, 
relaying the broad-gauge line which at one time connected Spin 
Karez to Quetta. They have also recommended better communi¬ 
cations in the Salt Range of the Punjab. 

The third important recommendation concerns the provision 
of power in colliery areas without which no big production of 
coal can be expected. It is a commentary on the relatively 
primitive Mate of the industry that at no place in Pakistan where 
coal is mined at present is power available except Makerwal, which 
has several small sets which have outlived their economic use¬ 
fulness. Proposals for a Central Generating Station for this area 
at a cost of approximately Rs. 1^ crores have already been worked 
out by the Central Engineering Authority. Similar questions 
concerning arrangements to be made at Quetta, Mach and in Ser 
Range in Balu< histan are under the consideration of the C.E.A. 
The consultants have advised that if electric power from a Central 
Station is not available, collieries should be required to install 
small steam boilers for operating their haulages and pumps, a 
.recommendation with which Government generally agree. Great 
importance is also attached to the methods of mining. The 
Pakistan Government will give all assistance possible to private 
lessees of coal mines to follow suit and implement this important 
recommendation. In most cases, the consultants have pointed out, 
development of mines is being retarded on account of the absence 
qualified surveyors. They have, therefore, recommended the 
fmftSing up of an efficient Mine Survey Section which should be 
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required to undertake service on behalf of private mine* on pay¬ 
ment of prescribed fee*. One other matter to which, a great deal 
of importance is attached by Government is the establishment of 
a, National Fud Research Institute. Detailed proposals lew! rim 
establishment of a Coal Research Institute have been made by 
a Czechoslovak firm at the instance of the Ministry of Industries. 
These proposals have been examined and accepted in broad out¬ 
line. They are now under submission to the Development Board. 
With the establishment of this Institute, day-to-day problems as 
also long range problems of the indigenous coal industry will 
receive attention. The second report of the Powdl Duffryn 
Technical Services Ltd. on the utilisation aspect of the local coal, 
is still awaited. 
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